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INTRODUCTION 
PURPOSE OF THE .STUDY 
1\ 
' Today t a business and professional men have long been 
to the need for experts in the income tax .field. 
·. nificant business transaction ia first investigated 
:f'or its \tax implication, and·in many situations the tax. conse;;. 
quence ay alter the entire t:ranaaction.. Prime consideration 
the "after-tax: dolla!'11 Which falls into the taxpayerfs 
' . 
to be consumed.; invested, or hoarded at the tax ... 
Unfortunately, this becorpe·s the end product, and· 
once inome taxes are aatisfied, no further thought or planning 
occui:~s ~· :1 Too many times a successful businessman, thoroughly 
indoct in the need for income tax planning, amasses a 
sizeab only to have it drastically reduced by federal 
and lo death taxes. 
OUr typical individual probably has a will. More 
probab . , it was w:ritten many years ago, perhaps at the time 
of his 1barriage and may eff'ectively deal with an estate of a 
I 
young Having had his wil1 ttdone, 11 our man :reels 
that h is problems in this area are .solved. The income tax 
impact,is obvious. It reduces his spendable income. However, 
his lo i! range objectives to educate his children, provide a 
i 
comfor, able home for his. family, and perhaps continue the family 
.and r 
for future generation~ may have to be severely curtailed 
be realized. The obvious answer i~ eff'ective estate 
ncial planning . 
7 
Not too many years ago death planning seemed to be 
reserved for the very wealthy. We piutur.ed the careful old 
lit . i family r .13-iner advisng his clients as to the most ef'fective 
way to d;apose of their property and the income therefrom. 
Time has.draatically changed this· situation. The advent of' 
group i '1ttance, pension plans, stock options., deferred compen-
sation, 
package 
of all 
account 
d the like have drastically increased the number of' 
rely in need of planning, Fwthermore; the careful 
tainer is being replaced by an $state planning team 
many disciplines necessary to eff'ectively 
complicated estate plans •. 
the:t'e can be no doubt as to. the value and need 
members, the trust man, the insurance advisor, the 
and the attorney, this papert~ prospective will be 
that of the certified public accountant. 
The certified public accountant 1' s 'rOle is unique. Not 
i 
only do's he enjoy a real and confidential relationship with his 
'i 
client, but in many situations he is in the position to be the 
.first a·· visor who can recognize the need for estate planning. 
It is t·erefore essential that the certified public accountant 
be well;) ver-sed in this avea. This paper undertakes the basic 
elemen s of estate planning by the certified l)Ublic accountant. 
,, 
,I 
?LANNI :f OBJECTIVES 
Almost every working individual has an accumulation 
of cap tal. His natural financial motivations are to produce 
8 
currently the greatest amount of capital# ~ta1n and profitably 
invest the excess of hie income over his needs~ and to pass 
his accumulated estate on to the objects of his bounty at death. 
Consistent with these motivations is his desire to 
reduce the necessary expenditures incurred along the way, among 
the more prominent of which are income, gift, and estate taxes. 
As a selling point to proper planning., reduction of these 
expenses and the consequent increase in estate has universal 
appeal. It might appear that the most effective disposition 
is one which produces the smallest tax liability. Apparently 
then, the ideal objective would seem to be one in which all of 
the estate wou1d pass from the present owner to others with no 
tax imposition. Tax savings of this sort almost always hinge 
on some sort of irrevocable relinquishment which may not always 
be suitabl$. An old quotation advises never to pity the son 
who gives away his inheritance. Our improverished taxpayer 
may take little solace from the reduction of his potential 
estate tax if he finds a great deal of difficulty in meeting 
his current living needs. 
It is apparent that tax savings alone cannot be the 
sole objective of effective planning. Careful consideration 
must be given to the living plans of our clients as well as 
their testamentary desires. 
9 
METHODO · Y 
·There is an often used cliche which recites that in 
the .fiel jof estate planning there are no standard solutions, 
that eac ·. case is unique and will hinge on its own particular 
ing of 
6 property involved and the desitt:Tea of' the client-. 
is Quite so, it is just as true that effective use 
a thorough knowledge :and understand-. 
estate tax 1 ts.el.f. For this reason, this paper 
1self into two parts,~ the first one concerns itself 
of the law itself, the latter demonstrates 
effectiv: estate planning by example. These examples. will con.-. 
tain sma 1, medium and large estates and will .show the tax con..., 
of various cour&es. of' action available to the client .. 
It will show, as a finished product,, the estate plan used, 
the clientts age,; his family needs, his 
business 1/needs,. his personal plans and w~shes, his income tax 
posture, ·and his own personality. The plans, compl:'iSing all 
of these 'various elements, demonstrate in :fact the uniqueness 
inherent ,j in estate planning. 
~I 
I 
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PART I ..... TECHNOLOGY 
I ~ GENERAL DESCRIPTION OF ESTATE TAX 
NATURE TAX 
The federal estate tax is a graduated levy upon the 
Unlike many state death taxes, which impose a tax 
assets transferred to the beneficiaries, the federal 
tax is n excise levied upon the privilege of tr~nsmitting 
at death and as such is imposed upon the net estate. 
orej it is graduated from 3% on the first $5,000 to 77% 
on the excess or the taxable estate ove:r $10,ooo,ooo.1 Therefore, 
it i,en .'t the size of a bequest which decides the tax, but the 
size o· the estate itself. Generally, a bequest of $10JOOO out 
~ I . 
of a ,· 00.000 estate is worth mu:ch mor~ after tax than the same 
~ , . . . 
beque t out of a $500.,000 estate~ With the exception of certain 
trans .ers to the surviving spou.se cmd transfers to charitable 
I 
I 
organ zations, the nature of beneficiarie.s and their kinship to 
the have no bearing on the administration or levy of 
the It is apparent., then, that this. exaction can be dis~ ij 
crim natory, inequitable, and highly burdensome. Time spent 
pla ing an orderly reduction of this future economic. hardship 
me well invested. 
DET INING THE LIABILITY 
The starting point in any :estate is the assembly of' 
all :a.s.sets includable in the ef3tate. The value of these is 
cal ed the gross estate. The next step i.s to deduct from the 
gr as estate,.allowable debts, losses and expenses incu;rored by 
11 
the estate. The remainder, the adjusted gross estate, is 
used to determine the maximum marital deduction (see Chapter III). 
After deducting the allowable bequests to the surviving spouse, 
gifts and bequests to charity, and the specific exemption of 
2 $60,000, the remainder is the taxable estate upon which a gross 
estate tax is determined. This gross estate tax, leas credits, 
if any, is the net tax due fifteen months from the death of the 
decedent. 
Simplifying the computation, the tax is determined 
as follOWSI 
A. Total gross estate, less 
. 
B. .(\llowable deductions losses and expenses 2 equals 
c. Adjusted gross estate, less 
D. Marital deduction and charitable gifts# eguals 
E. Taxable estate before exemption, less 
F. j60. 000 eguals 
G. Taxable estate, multiplied by 
H. P.ates of taxo. eguals. 
I. Gross estate tax, less 
J. Credits 2 equals 
K. Net tax liability 
OTHER FEDERAL TAXES 
A study of the estate tax would be ~ncomplete if rec.og-
nition was not given to the various relationships of the 
estate tax with the gift and income tax. Incongruous as it 
12 
may seem~ the same property may be subjected to estate, income 
and gift ta~ with only a partial credit for taxes paid. 
A .... THE GIFT TAX 
The original reason given for the. enactment of the 
gift tax was to prevent a taxpayer from making tax free gifts 
of his property during his lifetime, thereby avoiding tax on 
his estate. The gift tax rates are 75% those of the estate 
tax and~ as in the case of the estate tax, it runs progress. 
ively~ from 2~ to 57~. The tax is imposed upon the taxable 
gifts made by the donor during the calendar year. Taxable 
gifts may he defined as the value of the total property given, 
less designated exclusions and deductions provided by the 
Internal Revenue Code. Considering the exclusions, deductions 
and tax rate, it may be very advantageous to make gifts during 
life because: 
(1) The lowe~ gift tu rates. 
(2) Since the tax rates are progressive in both 
gift and estate·tax, a donor may divide his 
estate 20 that the lower brackets of each 
are utili.zed. 
{3) 
(4) 
(5} 
Each gift made {unless not commenoing in enjoyment 
or possession until a future date) to any person 
may be reduced by a $3~000 annual exclusion. 
Each donor may exclude $30~000 in gift.value from 
gifts made during his lifetime. {Similar to 
. the $60,000 estate tax exempt:ton.) 
A husband and wif'e may "split" the gifts made to 
third persons if' the spouse~ other than the one 
making the gifts, consents to having the gifts 
treated as if they were made one.half by him or 
her. In this way the value of the progressive 
rates, exclusions, and exemptions may be doubled. 
13 
no ques 
ex.clusi 
may be 
Notwithstanding their separate enactments, there is 
that the estate tax and gift tax are not mutually 
For example 1 trans.fera of property during life 
both the estate a.nd gift tax. The definio;; 
tions o ·. transi'er as an incident to tax can oi'ten overlap. A 
transfe. in contemplation of death is inoludable in the gross 
estate5
1 
despite the fact that it was an irrevocable gift sub-
ject to the gift tax, A trapsfer during lif'e, which takes 
effect t death, may similarly be taxed. O.fi'setting this double 
is a provision which allows some relief in the form of 
1 credit f'or prior gift taxes paid. In the case of a 
gift f,Fm a third partY to the decedent., prior to death, no such 
relief' :ts offered and both a gift and estate tax :is levied. 
B ~ THE I~COME TAX 
Unlike the gift tax.1 there ia no consistent relation.,... 
.tween the estate ta,x. a:pd the income tax. Property within 
the es.ate may be subject to both income and estate tax. For 
exampl , taxable income earned but not collected at date of 
,, 
'·I . .. death ay be included in the gross estate and also may be sub-
income tax. On the other hand, the decedent may have 
succe fully divested himself of ownership of income producing 
I 
prope estate tax purposes, but not fo:J:I income tax pur-
poses,; so that the estate will be' held liable for income tax 
a ecru date of decedentrs death" An example of' this 
situa ion could be an irrevocable inter vivos transfer in trust 
14 
where the grantor retained certain adminiatrat1..ve powers7 or 
if the trust income was used to pay life insurance premiums 
on policies on the grantor's life. 8 The converse may also be 
true. The decedent might have divested himself' of the income 
producing characteriatice of some of his property, but, if it 
was a gift in contemplation .of death, or, if the decedent re* 
tained the power to l~evoke,9 the property would fall into his 
gross estate~ despite the fact that income earned by the pro~ 
party while owned by the donee is taxed to the donee and no.t 
to the estate. 
The estate valuation, discussed· later, also affects 
the income tax liability in the computation of gain or loss in 
the sale of certain assets which had been held in the estate. 
This is so because the estate basis of these assets becomes the 
income tax basis used to determine gain or loss at a subsequent 
sale by the estate or a distributee. 
There is one standard relationship beeween the two 
taxes. Income, taxed to the decedent, is taxed again to the 
extent that it is retained until death. There is no relief 
provided for this "double" tax, but some comfort might be found 
in the fact that the amounts paid for income tax itself cannot 
be taxed again in the estate. If the estate must pay income 
tax under one of the foregoing examples, the amount paid be~ 
comes a deduction from the gross estate. Other deductions, 
discussed later in the text, may be taken for either income 
or estate tax purposes and in one situation, for both. 
15 
There are other income tax considerations produced . 
by death. It closes the decedent•s last taxable period, opens 
the first taxable period of the estate, and creates a number 
of.problems relating to the filing of joint returns and the 
payment of instalments of estimated tax. While these problems 
are not within the subject matter.of this text, earerul con~ 
sideration must be given to them all by. the individuals re. 
spon$1ble. 
NONRESIDENT ALIENS 
This is the only section of the text which will concern 
itself with the estate of a nonresident alien. 
'fhe estate tax law, in these·casea, is covered within 
the Internal Revenue Code~ 10 but a large number of death tax 
conventions exist with other nations which provide special re-
lief for citizens of the particular country involved. Where 
the conventionts rules produce a more favorable result, it 
supersedes the revenue statute, 
In general 1 the taxable estate of a decedent nonresi-
dent alien is "determined by deducting from the value of that 
part 0~ his groSS estate Which at the time Of hiS death is 
situated in the United States ... u certain allowable deductions .. 11 
It is subject to the same rates as apply to estates of decedent 
residents. 
The portion of the above law which refers to the situs 
of the property is the most crucial. The law and regulations go 
16 
into bnsiderable detail defining the t·ests to be applied to 
each howeveJ:l" they are also subject to numer .... 
ou:s e \eptions created by the various d:eath tax conventions 
refer ed to above. 
'J.'he estate of the nomesident is ·allowed an exemption 
of $2 000 (a.s opposed to $60.,000 for a resident deceased) and 
a par., of the deductions generally allowed resident estates 
portion of the deduct:lons •.• which the value 
17 
.• , b a.rs to the value of (his) entire estate wherever situated,n12 
These also subject to the relief o.r:rered in the va:r:-1ous 
oonve 
Since these r'Ules are for a narrow special situation, 
. the r. ~~ainder. of the text will deal with the law governing the 
I 
estat is of decedent residents. 
CHA:E'TER IJ .,. THE GROSS ESTATE 
DEFINT!ON 
1. Property in Which the Decedent Had an Interest14 ~ 
provides for a division of property into "interestan capable 
of ownership and is all inclusive. Income tax free securities~1~ 
notes and other claims owed to the decedent but canceled by 
will; 1~ property held in Joint tenancy 1 and pro_ceeds on life 
insurance policies owned by the decedent although payable 
elsewhere than to his estate are all examples of interests 
includable in the gross estate. This ia so despite the fact 
that local law may exclude them from the probate estate. 
2. Dower or Courtesy Interests17 - of the surviving spouse w 
are includable in the gross eatate. 
3. Transfers in Contemplation of Death18 ~ are defined as 
any transfer for less than full consideration which were made 
in contemplation of death. The code requires all such transfers 
made within.three years of death to be included in the estate, 
unless the executor can show that the gifts were not made in 
contemplation of death. (See Transfers) 
4. Transfers with Retained ~fe Estates19 • fall into the 
gross estate. 
5. Transfers Taking Effect at Death20 ~ are includable in 
the gross estate. There are special rules governing these 
transfers which are discussed later in the text. 
6 .. Transfers with Retained Life Estat~s, 19. Transfers Ta.k ... 
1ng Effect at Death20 and Revocable Tran~fers21 ·.;o are all sub ... 
ject to special rules which will be discussed later in the text., 
and fall into the gross estate. 
18 
7. Annu1tiea22 ~long a problem for both tax collector and 
taxpayer, are subject to numerou$ teats. Generally, if the 
annuity was privately purchased and provided payments for the 
decedentta life and for the life of a surviving beneficiary, 
the value of this receivable is includable in the decedentts 
gross estate. The special circumstances are discussed at a 
later point in this chapter. 
8. Joint Interesta23 • of the decedent are includable in 
the decedent 1 s gross estate unless the surviving joint tenant 
demonstrates that for all or a part of the property interest, 
the original consideration came from a source other than from 
the decedent. 
g. Powers of Appo1ntment24 ~ for estate tax purposes is a 
power conferred from an outside source. Includable property is 
property subject to a general power {i.e., exercisible in favor 
of himself, hl.s estate, his creditors or his estatet:s creditors) 
created after October 21., 1942.. Powers created prior to this date 
are includable only if exercised. 
10. Proceeds of Life Insurance25 ~ including the amount 
receivable by the executor as insurance on the life or the 
decedent~ and receivable by other beneficiaries as insurance 
on the life of the decedent to the extent that the decedent 
possessed any of the inc~dents of ownership of the policies" 
are includable in the gross estate. 
Incidents of ownership include the right tot borr-ow 
the cash surrender value of the policy, designate and change 
19 
beneficiaries, surrender the policy and sell the policy. 
11. Transfers for Insufficient Cona1d.erat1on26 ... This 
section deals with sales which are not bona fide, but a disguised 
gift. The amount by which the value given exceeds the consid. 
eration for the sham sale is includable in the decedent's 
· gross estate. 
12. Prior Interests27 ~ provide that except as specifically 
noted, the transactions described in prior paragraphs 2 through 
11 are governed by the above rules regardless of when made or 
consummated. 
VALUATION DATES 
In order to alleviate an inflexible situation, which 
might otherwise be extremely burdensome, the code permits an 
alternative date or da.t~s of valuation. Section 203l{a) pro ... 
vides that the estate is to be valued "at the time of his (the 
decedent•s) death." Section 2032, the relief provision, permits 
the executor to ,;elect the alternative method by so indicating 
on the face of the return~ if the return is filed within fifteen 
months from the date of the decedent's death, or·be:f'ore the 
expiration of any extension of time granted for filing the return. 
If this election is properly made 1 the alternative valuation 
date is the first anniversary of the decedent's death with the 
following two exceptions. 
20 
1. Property distributed, sold, exchanged, or otherwise 
disposed of within the first year after the decedent•s death 
is to be valued,for alternative.valuation purposes, as of the 
date so disposed or. 29 Therefo~e,distributions by the executor 
or administrator or probate a.sseta; by an executor of nonprobate 
assets; by the trustee of a trust within the gross estate; by an 
heir, devisee, taker in default or surviving spouse who take 
their assets directly; or merely the transfer of estate assets 
to satisfy estate debts or expenses~ will fix the alternative 
valuation date of the property involved within the first year 
fol~owing death. 
2. Properties whose value ·is affected by mere lapse of 
time, such as patents, annuities and life estates, are to be 
valued at the date of death with adjustments made for the al-
ternative date which are not due to mere lapse of time.3° 
At first blush, the choice as to valuation dates 
t-Iould seem to hinge on the date which produces the lowest 
valuation, but other taetora may have to be considered~ There 
may be potential litigation concerning the includability of 
certain property which the executor believes should not be in· 
eluded. Consideration should certainly be given the effect of 
the dates on the value of this property, because of its poten .... 
tial inclus~on. The estate value of property becomes the basis 
for determining gain or loss on subsequent disposition as well 
as depreciation·for income tax purposes. It may be more profit~ 
able to elect the higher valuation to reduce a higher potential 
21 
income tax. This may be illustrated by assuming an increase 
in an estate at the 30% level with the corresponding deprecia-
tion taken on an income tax return in the 74% bracket. 
In many estates the marital deduction (discussed 
supra) may be formulated on the basis of total estate value. 
Changes in the value may 1 therefore, alter the amount which 
the surviving spouse will receive as well as amounts to be re ... 
ceived by others. This is certainly an area which breeds poten~ 
tial conflict between the various intere$ted parties and the 
executor himself. 
While the alternative date offers a source of relief$ 
the judicious executor will carefully examine all of the poten~ 
tial ramifications before making this irrevocable election. 
VALUATION 
In describing gross estate~ we referred to the value 
or all property •••• The regulationa31 have expanded this to 
"fair market value" measured as the "price at which the property 
' 
would change hands between a willing buyer and a willing seller, 
neither being under any compulsion to buy or to sell and both 
having reasonable knowledge of relevant :f'aets .. n32 . While there 
has been a great deal of discussion regarding the adequacy of'. 
this defin~tion, there is no doubt that the Regulations would 
like to place all property in an approximately free market 
circun1stanee. Inasmuch as ·the approximation will vary with the 
property involved as the markets themselves vary (compare the 
22 
New York Stock Exchange with a large real estate agency}, 
special rules arise for particular property. 
A. ... CLOSELY HEW SECURITIES 
By "closely held" we mean the absence or market 
quotations or arms.length sales prices so that the better 
evidence of valuation is lacking, making it necessary to 
employ some method of approximation~ 
Valuation will at first depend upon the condition 
of the business itself. If it is to be continued, valuation 
techniques will apply to the entire entity as a going concern, 
and while some attention may be given to the underlying corpor~ 
ate assets, they should be considered primarily for their value 
within the enterprise. If the business is to be liquidated, 
the assets sold and the realized cash distributed, consideration 
need only be given to the :t~eali~ation value of the assets in 
their particular situation. While there are enough business 
liquidations to warrant mention, the major valuation problems 
concern the going business. 
Recently the Commissioner issued a ruling outlining 
the various factors which should be considered in the valuatioh 
of closely held stock .. 3.3 
23 
1. Nature and Histor:£ of the Business 
Information germane to a. potential investor concerns 
its past stability, growth,. product line, condition and nature 
of assets used in the business, management, sales record and 
diversification. 
2. Economic Outlook and Condition of 
· .. the. Induptrl 
Notwithstanding the operations of the company involved, 
if its products or servicee are 1n danger of technological dis-
placement, the value of the underlying stock is certainly 
affected. An illustration could be the value of the stock of 
yesterdays best buggy whip manufacturer. 
3· Financial Condition 
Co~parative balance sheets over the past five or ten 
years will usually disclose; the company's liquid position, 
working capital, capital structure, debt, book value of assets, 
and net worth. 
A· Earning Capacit~ of the Company 
Comparative income statements for the preceding five 
or more years should show: principal items of gross incom~ 
and expenae, income available for dividend~~ rates and amounts 
of dividends paid on each class of stock,and adj~stments to and 
reconciliation with surplus. 
;; .. Dividend ... paying Capacity 
To some extent, prior history must be related to the 
circumstances of ownership. If a controlling interest is to 
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be valued, the management~owners may have substituted salaries 
and bonuses tor dividends as a method for reducing net corpor~ 
ate income tax. On the other hand 1 the dividend policy may 
have been dictated by the income needs of nonmanagement owners. 
In general, capacity is measured by the income available for 
dividends after the retention of a reasonable portion by the 
company. 
6 .. Goodwill 
Goodwill is based upon the excess of net income over 
and above a fair return on the average net tangible assets.34 
These earnings# capitalized at an appropriate rate, are the 
basis for valuing goodwill applicable to the stock. Obviously~ 
the rate of earnings considered a fair return and the capitali-
zation rate applied will v-ary greatly with the nature of the 
businees involved,. Furthermore, projected changes in the 
industry or business challenge the reliability of historical 
income-to-assets relationships making measurement and valuation 
of goodwill problematic and unce:t>ta1n.. The courts are apt to 
regard the Commias1oner•a formula as only one factor in the 
valuation maze.35 
1 ~ PI"ior Sales and Size of the Bloclt To Be ·Valued 
ln this paragraph, the Commissioner expressly protects 
himself againas sales of stock at less than nmarketn value, i.e.~ 
small blocks of distressed shares, sales not at arm1s length~ 
and aalea the consideration for which includes services or 
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other noncash property. The Commissioner also states that a 
large majority interest which caiTies contxaol may have a larger 
per share value than a minority interest. When there is an 
opportunity for prior planning, shareholders may contract 
together in a buy and sell agreement (see B, following} in such 
a manner as to present binding evidence.of the stock 1s value. 
8. Marl-<:et Price of Similar Stocks 6 Activel¥:,Traded in O;Ben MarJt.;et3 
' 
This is the closest area of reconstructed marltet ... 
ability~ but there are several pitfalls to be avoided. Not 
only must the type or business be compared, but also other 
factors which weigh heavily on the investing public •·s valuation 
or the security: capitalization, income record, management 6 
dividend capacity, etc. 
While the code refers to comparison with listed 
companies only,37 the Commissioner permits comparison with 
over-the ... counter securities where comparable listed companies 
cannot be found.38 
2· Weight,To Be Accorded 
The valuation of closely held stock involves consider~ 
ation with no accepted formularization of the various factors. 
The circumstances in each case determines the weight to be given 
each factor. Perhaps book value in one instance~ sales in 
another, or appraisal value of the underlying assets in a third. 
The court, in at least one case, constructe~ ita own weighted 
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average formula baaed upon what it considered the three most 
important factors, book value 1 future earning power,. and 
dividend.paying capacity, and discounted it at lO% to reflect 
the lack of ma.rketability~39 The Commissioner feels that this 
aveJra,ging approach, "excludes active consideration of other 
pertinent factors~ and the end result cannot be supported by a 
realistic application of the significant facts in the case 
except by mere chance.n40 
B. "BUY AND SELL'' AGREEMENTS 
As can be surmised by the prior discussion, the com• 
bination of all the various faoto~s leaves the price at which 
closely held stock will be valued in an estate (and an estate 
plan) in a vague and uncertain condition. Recognizing this 
problem, many individuals have attempted to provide by contract 
for a price which can be fixed by reference to a specific eon-
tract. These contracts give the decedent •s estate a marl!et for 
the shares, avoids friction among the other shareholders~ tend 
to prevent forced business liquidations and tend to support a 
more favorable estate valuation. The contracts may be called 
11buy and sell,n options, or restrictive sales agreements, but, 
in order to effectively fix the estate tax value, they should 
contain the following elements. 
1. A binding agreement for the purchase of the decedent's 
interest at his death at a fixed or determinable price or an 
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option held by the survivors to make such a. purcha.se.41 It is 
imperative that the survivors hold the option, since a unilateral 
option in the estate will not fix value.42 
2. The agreement must also bind the aharehplders during 
life as well as in the event of death. This can usually be 
accomplished by requiring the shareholders to offer their s.tock 
to the other participants first, at a price consistent with the 
after death price. 
3· To be effective, cognizance must 'be made of the value 
of the property, size of the blocks involved and relationship 
of the parties. A buy and sell agreement will not serve to pass 
the decedent's interests to the objects of his bounty for less 
than their actual value.43 
Even though the agreement does not meet all of the 
above tests and would not therefore fix estate valuation, the 
courts have included it among all the other £actors affecting 
value and ~n many instances have noted its depressing effect 
upon price .. 44 
A common feature of nbuy and sell" ae;reements has 
been the contemporaneous purchase of sufficient insurance on 
the lives of the participants to fund the cross-purchase price. 
In this manner> each individual owns a policy on another's life~ 
keeping the proceeds of the policy outside the deoedentla 
estate .,45 If the insuxaance is owned bY the corporation 
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("Key~Man" insurance), then the proceeds become part of all 
the other assets owned by the corporation and as such, becomes 
a. part or valuation.; 
C .... PROPRIETARY AND PARTNERSHIP INTEP~STS 
Despite the usa of a corporation as illustrative of 
a "buy and sell," all of' the foregoing could apply to interests 
held in unincorporated business interests. Thus partners could 
likewise agree to purchatae each others interests, could cross 
purchase insurance, or could allow the partnership to purchase 
insurance on the lives of the partners.. Fl.ll:'thermore, all of the 1 
above discussed factors going to valuation of closely held se~ 
curities apply equally to proprietary and partnership interests. 
D. ACTIVELY TRADED SECURITIES . 
Where there is a market for stocks or bonds, on a stock 
exchange, in an over~the~counter market, or otherwise, the regu~ 
lations are specific.46 
"···the mean between the highest and lowest 
quoted selling prices on the valuation date is the 
fair market value per share or bond. If there were 
no sales on the valuation date, but there were sales 
on dates within a reasonable period both before and 
after the valuation date, the fair market value is 
dete~mined by taking a weighted average of the means 
between the highest and lowest sales on the nearest 
date before and the nearest date after the valuation 
date. The average 1~ to be weighted inversely by the 
respective numbers of trading days between the sell• 
ing dates and the valuation date. For example, assume 
that the sales of stock nea~est the valuation date 
(Friday~ June 15) occurred two trading days be:rore 
{Wednesday~ June 13} and three trading days after 
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(Wednesday~ June 20) and that on these days the mean 
sale prices per share were $10 and $15, respectively. 
The price or $12 is taken ae representing the fair 
market value of a share of the stock as of the valua~ 
t1on date i (J x 10 p~ue {2 :l£ 15) J• ;, 
Further instructions are given for prices based on · 
bid and asked pricea,47 based on incomplete selling prices or 
bid and asked prices,48 and where prices do not reflect fair 
market value as in cases of large or controlling interesta.49 
This latter principle, known as blockage, may be reason for 
discounting the market value where large sales of stock would 
depress the market of the stock, or where there would be 
expenses due to the need for marketing the shares through under~ 
writers in a private sale. Further consideration is also given 
to any restrictions on the shares as were discussed in the sec~ 
tion covering closely held stock, i.e., stock options, buy and 
sell agreements, and rights or first refusal. 
E ~· REAL PROPERTY 
The current regulations contain no section devoted 
exclusively to the valuation or real estate. This may be partly 
so because each parcel of real estate stands unique in the eyes 
of the law and is not as susceptible of comparative valuation ~ 
as are other assets within the gross estate. While expert 
testimony is probably the best overall basis of valuation,51 
there are many guidelines which may be followed by the executor 
and Commissioner.. They include t 
1. An arrne~length purchase or sale of the property, 
or bona fide offers, near the valuation date. 
2. Consideration of the rental income from commercial 
property. 
3. Age and condition of the property. 
4. Sale of similar property and local market activity. 
5. Options of sale. 
Fe: ,WOTES 
Regulation Section 20.2031·4 discusses the valuation 
of secured and unsecured notes, which 1s presumed to be the 
amount of unpaid principal, plus interest accrued to date of 
death. This value may be reduced if sa.ti~d'actory evidence is 
presented that the note is uncollect1ble 8 or that a lesser value 
may be substantiated due to interest rate1 date of maturity, 
partial uncollectibility~ or other cause. 
It is interesting to note that the regulations do not 
recognize the possibility of having a note worth more than face 
plus accrued interest due to a high interest rate, adequate 
security or other factors. 
G. LIFE INSURANCE AND ANl\TUITY CONTRACTS 
.Regulation Section 20.2031·8 covers the valuation of 
these as commercial contracts. The rules are simple. If there 
are insurance proceeds on the life of the decedent includable 
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in the gross estate, the net amount due from the insuring 
company ie the estate tax value.52 !f the proceeds are pay~ 
able in instalments~ the lump sum which could have been received, 
or the sum used by the insurer as the single premium representing 
the purchase of the instalments, is the measure of value. 
For policies on lives of someone other than the 
deceased, the value will be that of similar contracts sold, or 
in the case of unique contracts, the interpolated terminal 
reserve adjusted for outstanding premium payments .. 
H.- ANNUITIES, LIFE ESTATES, TERMS FOR 
YEARS, REMAINDERS 1 AND REVERSIONS 
. {Other Than.Commerpial}, 
Regulation Section 20.2031•7 dictates by way of var~ 
ious tables, the method of valuation to be used. These tables 
are based upon the 1940 census and upon a 3~ interest ~te 
compounded annually, and show the present worth oft (l) an 
annuity measured by a single life, (2) a life estate, {3} a 
remainder after the termination of a single life., (4) an 
annuity for a term certain, (.5) an income certain for a term 
certain and (6) a remainder interest postponed for a term 
certain. For values involving more than one life or combina-
tions of lives and a term certain, the service has published 
a booklet available to all taxpayers entitled "Actuarial VB:lues 
for Estate and Gift.Tax .. n This pamphlet may be purchased from 
the Superintendent of Documents, United States Government 
J?r1nt1ng Office.t Washi.ngton 25_. D.C .. 
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Courts have generally upheld the tables as a means 
o£ measurement, but in a few cases they have been persuaded by 
other evidence. In some cases an individual's life was capable 
of actuarial calculat1on~53 In another case the court used 
that actual rate of' income earned by a trust* rather than the 
rate used by the table.54 
I .•. OTHER _PROPERTY 
1. Patents and Cop;v:rif;£hts 
The regulations, as in the case of real property, do 
not devote a section specifically to t~s property. There have 
been a number of cases which could be sorted to provide a gen-
eral set ot guidelines for valuation~ 
(a) Earning capac1ty.55 
{b) Market.56 
(c} Royalty and license agreements.57 
(d) Unexp1red.exclus1veness.58 
(e) Expert opinion. 59 
2. Household and Personal Effects 
. Valuation is under the general rule (see Valuation 
and note 31) but the regulations provide for specific listing 
of the various household gooda.60 They state that a room for 
room itemization naming each individual item and its value is 
desirable. In lieu of such itemization1 the executor may fur· 
nish a statement, made under the penalties of perjury, setting 
forth the aggregate value as appraised by competent experts .. 
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As a practical matter, the listing is more generally 
employed since articles of $100 or less in value may be grouped. 
While the listing and appraisal of separate items may appear 
to be unduly detailed, it is a procedure necessary to complete 
a total estate inventory,and care exercised at this level will 
usually result in a .faster and more favorable Internal Revenue 
audit .. 
TRANSFERS 
As we have seen, all property owne~ by the decedent 
is included in his gross estate to the extent or his interest 
at the time of his death. lf the decedent had transferred pro-
perty owned by him f'or a consideration or as a gift and such 
transfer was complete and did not fall within one of the defini~ 
tiona covering incomplete transfers,61 it would not be includ-
able in the estate. The following paragraphs discuss incomplete 
transfers. 
A .. TRANSFERS IN CONTEMPLJ\.TION OF DEATH 
The gross estate includes any property transferred by 
the decedent in contemplation of death within three years before 
his death~62 The regulations presume that any transfer, not for 
full consideration, made within the three~year period is in con• 
templation of' death unless sho't"m to the contrary.63 The aection 1s 
obvious purpose is to prevent avoidance of estate tax by allow~ 
ing the decedent to give enough of hiS property away on his 
death bed to avoid estate taxes. 
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The test of whether the gift was in contemplation 
of death lies with the decedent's subjective state of mind at 
the time of the gift.. The Supreme Court has held gifts to be 
in contemplation of death where death is the impelling cause 
or motivation for the transfer. lt isn't necessary for there 
to be a fear of impending death. The gifts would be deemed 
in contemplation of death if a decedent became concerned with 
what would happen to his property at death and made gifts so 
as to control or affect its devolution. 
On the other hand., the gifts could be motivated by 
purposes associated with life rather than death., or there may 
be the "desire to recognize special needs or exigencies or dis ... 
charge moral obligations (which} may be a more compelling motiv§ 
than any thought of death. n64 
As a practical matter, it is usually necessary to de· 
termine., after his demise, the donor's state of mind at the time 
the gift was made. Factors tending to support the regulation's 
presumption ·ineludet advanced age, ill health, percentage of 
estate transferred, proximity to death, and de~ee of control 
over transferred assets" Factors defeating the presumption in ... 
elude: decedent ta physical and mental activity despite his age., 
no knowledge of ill health, long pattern of gifts, fulfillment 
of earlier promise, business reasons, income tax savings and 
other motives associated with life. 
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Pespite the presumption) the litigation record has 
been over helmingly in f'avor of the taxpayers.. The Government 
I has appar:ntly been unable to support its case as to subjective 
i 
motive in the face of contradictory testimony of the witnesses 
l 
I 
B. OTHER TRANSFER PROVISIONS 
1
With the exception of the pr:eceding section, the so~ 
called Jt II ansfer provisions II have had an. ~xtremely complicated 
history~· A great deal of' prior litigation, now incorporated 
into sta ute, leaves us three a!lticulate though complicated 
code sec 1lions.66 Consider.ation of them is analogous to a 
,, 
. ) 
careful . ·ertebrate dissection whose integr.al parts must be in-
dividual There are two basic characteristics which 
decide i the transfer is includable, the nature o:f the nstring" 
the donor which causes the tr;;tnsfer to fall into 
gross estate and the governing dates which by virtue 
changes in law create different results for the 
at different times. The f'ollowi:ng comparative 
may be the most comprehensive way to present the 
e transfers. 
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Date o:r 
String Retained Transfer 
. . RETAINED LIFE ESTATE67 
Possession or enjoyment or~ or the 
income from the property, during 
donor•s life, or any period not 
ending before his death. 68 
Possession or enjoyment of, or the 
right to the income from the pro~ 
perty either during donor's life. 
or any period not ascertainable 
without reference to or ending 
before his death. 
Right {alone) to designate person(s) 
to poss.ess or enjoy the property or 
income therefrom during donor !t s life 
or any period not ending before his 
death .. 
Right~ alone or in conjunction with 
any person(s) to designate pe.rson($) 
who Shall possess or enjoy the 
property or income, either during 
donor'·s life or any period not 
ascertainable without reference 
to or ending before his death. 
March 4, 
1931 to 
June 6, 
1932 
After 
June 6, 
1932 
March 4, 
1931 to 
June 6, 
1932 
After 
June 6, 
1932 
TRANSFERS TAKING EFFECT AT DEATH69 
Reversionary interest (expressed in 
the instrument and not by operation 
of law) which immediately prior to 
donor•s death exceeds 5% of' the 
value of the property~ 
September 8, 
1916 to 
October 7, 
1949 
Reversionary interest which immediately .Arter 
prior to donorra death exceeds 5% of October 7, 
the. value of the property. 1949 
~ 
Includable 
Interest 
All except 
any out .... 
standirig 
interest 
preceding 
in time of 
enjoyment 
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the retained 
interest. 
All except 
any outatand ... 
ing interest 
preceding in 
time of en ... 
joyment the 
interest 
subject to 
the retained 
power .. 
Any ownership 
interest 
which may be 
possessed or 
or enjoyed 
·only by 
surviving 
the donor. 
Date of 
Stri~ Ret~ined . Transfer 
REVOCABLE TRANSFERS 70 
Power to alter, amend~ 
revoke or terminate. 
Power to alter, amend, revoke 
or terminate, exercisable 
· alone or with another .. 
Power to alter~ amend, revoke or 
terminate, exercisable alone or 
with another and whether reserved 
or later created or oon~erred. 
Before 
4;01 
E .. S.T. 
June 2, 
192471 
After 
4101 
E .. S.'l' .. 
June 2, 
19~4 to 
June 22, 
1936 
After 
June 22, 
1936 
! 
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Includable 
Interest 
Any interests 
the enjoyment 
of which was 
subject to 
change through 
the exercise 
of the power .... 
other than a 
substantial 
interest held 
by a person 
Who is 
required to 
join in the 
exercise. 
Any interest 
the enjoy~. 
rnent or which 
was· subject 
to change 
through the 
exercise 
of the 
.power. 
ANNUITIES 
Section 2039 includes the value of an annuity or 
other payment receivable by any beneficiary by reason of 
surviving the decedent. The inclusion of these amounts will 
depend upon the terms of the contract, the time it was entered 
into, and the source of the consideration paid for it. 
Generally, any decedent dying on or after August 17:~ 
1954, will have included in his estate the value of any annuity 
payable after his death, due to a contract other than life 
insurance, entered into after March 3, 1931,72 to the extent 
that the consideration from the contract came from or is 
attributed to the decedent. Contributions made by the decedentts 
employer are treated as the decedentts unless made to a qualified 
pension, stock bonus, profit~shar1ng or retirement plan. 
While this section deals with annuities, it does not 
prevent the application of other sections o.f the Code. For 
example., if a refund is made to the estate, it may be taxed 
under the general provisions of Section 2033 as any other pro-
perty interest or the decedent. Simi~ly taxed were annuity 
payments accrued but not yet paid at death,73 but where the 
decedent owned an annuity payable only for life, that last pay~ 
ment made at death was not 1ncludabla .. 74 
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JOINT INTERESTS 
The statute75 and supporting regula.ti.ons,76 include 
in the gross estate the value of any interest in property held 
by the decedent in joint ownership, to the extent that the 
underlying consideration may be attributed to the decedent in 
whole or in part. 
Since survivorahip is essential :f'or includability, 
partnership and community property is included only to the 
extent of the decedentts interest, but tenancies in common or 
joint tenancies with right of survivorship will be included 
in total in the decedent's estate unless the amount contri~ 
buted by the survivor is proven. 
In each case of includable joint interests, the 
executor must trace the. consideration paid in money or money's 
worth for each owner and on this basis relate the percentage 
of contribution of the survivor to the percentage excluded 
from the estate. This may be a very complicated or an 1m~ 
possible task. In one auch case, the affairs or the tenants 
had become so intermingled that the survivorts contributions 
could not be measured at all. The Commissione~ successfully 
contended that the entire value of the property should be in-
cluded in the deceased tenant •:s gross .estate. 77 In areas of 
doubt 1 the appropriate regulation provides numerous examples of 
the alternative methods of acquiring property and the applic· 
able rule of contribution.78 
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CHAPTER III ... DEDUCTIONS FROM THE GROSS ESTATE 
EXEMPTION 
As discussed earlier~ the estate tax is imposed on 
the taxable estate. This is determined by subtracting author-
ized deductions and the exem~tion from.the gross estate. 
Under the 1954 Code, the estate of every citizen or 
resident o:r the United States, at the time o~ his death, is 
allowed an estate tax exemption of $6o~ooo.79 The~efore, all 
estates whose total value after authorized deductions is 
$60,000 or less are not subject to the federal estate tax. 
EXPENSES 11 INDEBTEDNESS AND TAXES 
Section 2053(a} and (b) permits the following deduc. 
tiona rrom the gross estate but only to the extent of the 
amounts allowable by the laws of the jurisdiction in which the 
estate is administered: funeral expenses; administration 
expenses; claims against the estate; unpaid mortgages on, or 
any indebtedness in respect of included property; expenses 
incurred in administering includable property not within the 
p:ttobate estate. 
A. FUNERAL EXPENSES80 . 
This category would include1 the. cost of the funeral, 
tombstone, monument, mausoleum, reasonable cost of future 
cemetery care, and the cost or transportation or the person 
_, 
bringing the body to the place of burial. 
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B •. ADMINISTRAT@ EXPENSES8l 
Administrative expenses are defined as those 
actually and necessarily incurred in the collection of assets~ 
payment of' debts~ and distribution of property .. · They would 
include executors' commissions, attorneyst fees, accountantsr 
fees and appraisers' .fees. Amounts which are specifically 
nondeductable are thoae incurred for the.benefit o:f the in .... 
dividual heirs, such as expenses incurred in litigation of 
their respective interests • 
. Frequently an amount is deducted on the return 
before it has been passed py the probate court-or before the 
exact amount of the payment is known. If these deductions are 
disallowed upon examination, the executors should file a pro~ 
tective claim for refund before the running of' the statute of 
limitat_ions. In many cases~ the examining agents will allow 
the executor a period of time subsequent to examination to 
'· 
establish the questionable estimated ~xpenses before they are 
disallowed .. 
Where the executor is also residuary legatee, it may 
be more advantageous for him to waive executor's fees if the 
resulting increase in eetate tax can be offset by a larger de~ 
crease in the executor's personal income tax. This would almost 
always be beneficial for high income tax bracket executors. 
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C. CLAIMS AGAINST THE. ESTATE82 
Deductible claims against the decedent•s estate are 
limited to those which were personal obligations o~ the decedent 
at the date of his death, including any interest accrued to that 
date. 
These are further limited to liabilities imposed by 
law, arising out of torts, enforceable claims but only to the 
extent of the value of the property against which they are en~ 
forceable, and claims to the extent that the liability was con~ 
tracted for a full and adequate· ·consideration, wit;h the exception 
of allowable charitable contributions~ 
This last limitation was designed specifically to 
prevent a decedent from reducing his estate tax by disguising 
gifts as obligations. 
The valuation of claims, like assets, may present 
difficult problema. Claims which are disputed may be valued at 
the negotiated amount, 83 but claims which are merely potential 
may well be disallowed if not perfeeted by the time the return 
is exam1ned.84 As in the case of estimated expenses~ a pro-
tective refund claim may have to be filed. 
D. TAXES85 
Generally, taxes are deductible in computing the 
gross estate only as claims against the estate, except the 
excise taxes which may be administration expense and certain 
43 
state and foreign taxes paid on a transfer to a recognized 
charitable transferee for which the regulations prescribe 
specific mechanics.86 
Property taxes are deductible if they are an enforce. 
able obligation at the decedent's death and only to the extent 
accrued. 
Death taxes are not deductible except for the special 
situation previously referred to regarding charitable contri-
butions. The credit for death taxes will be discussed subse~ 
quently .. 
Unpaid gift taxes on prior gifts of the decedent are 
deductible. This is so~ even if the decedent's spouse had 
joined in the gift for gift tax purposes. No gift tax deduc~ 
tion will be allowed where the spouse actually made the gift 1 
except for the amounts enforceable against the estate. 
Unpaid income tax on in6ome received by the decedent 
or accrued before death is deductible. If' income received by 
a decedent during hie lifetime is included in a joint return, 
by the decedent or his estate and the surviving spouse, the 
deductible portion is the amount for which the estate would 
be ltable under local law. In the absence or contrary evidence, 
this deductible portion is determined by taking that percentage 
of the joint tax which the estate's liability bears to what 
would be the total individual liabilities or the estate and 
spouse, but not in excess of this amount less payments already 
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contributed by the spouse or an amount stated in an enforceable 
agreement between the spouses. 
A refund claim {an asset of the estate} is similarly 
divided where the claim 1a based upon a previously filed joint 
return. 
E. UNPAID MORTGAGES87 
A deduction is allowed from the gross estate for the 
full unpaid amount of a mortgage or other indebtedness on any 
property 1n the gross eatate 1 including any interest accrued 
to date of death, provided the full value of the property is 
included in the gross estate_ If the decedent is not liable 
on the mortgage., only the value of the equity (the value of 
the property less the mortgage) need be included in the gross 
estate. 
DEDUCTION FOR EXPENSES IN ADM!NISTEaiNG 
PROPERTY NOT SUBJECT TO CLA.IMSS8 
These expenses are incurred in the administration of 
nonprobate property and are subject to the same rules of deduct~ 
ibility as was discussed earlier under the administration 
section with one maJor exception.. 'I'o be allowed, they must be 
paid before the exp~ration of the period of limitation for 
assessment of estate tax. .Usually these expenses are incurred 
in connection with a trust established by the decedent during 
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his. life ime, but mta.y also involve other assets. which, by 
local la "· do not fall into the probate .estate . 
. , 
II 
! 
G. DOUBLE DEDUCTIONS 
Some of the items deductible under one of the pre--
viously 9utlined subheadings a:r>e al:eo allowable income tax 
11 . 59 deducti ha. These are generally known as deductions in 
t>.espect pf a decedent and consist primarily of expenses, 
,I 
interes , and taxes tor which the decedent was personally 
liable nd which were accrued but unpaid as of date of death. 
As such they could not have been deducted by a cash basis tax-. 
estate. 
ring his li:f'e, but may be Q.educted on the last income 
rn of the decedent af;l well as from the decedent's 
Other items which cou1d otherwise be taken on either 
return may be taken at the exeeu.tor 1s election on the estate 
return or the income tax return of the ~estate. Examples of 
ij 
these ·re items which qualify as business expenses :for income 
tax pu ,poses and as adrn1nia.tration expenses under Section 2053· 
I 
It is ot mandatory to deduct all of these itema individually 
or in otal on one return or the other" but they cannot be 
d in batt~ The choice aa to which return the deduction 
be taken or the .amounts to be taken on each wi'll natur-
ally inge on which return reaches the higheat rate of tax. 
There is $Ome flexibility allowed the e~ecutor 1naa.much as a 
deduc taken in one return may be changed to the other as 
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long as the change is affected before the running of the period 
of limitation of assessment of tax. As a practical matter, this 
transformation would be difficult after the first or the two 
returns are audited. 
LOSSES 
A deduction is allowed9° for losses incurred during 
the settlement o'f the estate arising from f'1res. storms1 other 
casualties, .or from theft to the extent not compensated by 
insurance. 
If' the loss in respect to a particular asset is in ... 
curred after the asset i.s distributed to the respective distri-.. 
'butee, the loss ia not deductible by the estate notwithstanding 
the fact that the estate is still in the period of adminietra~ 
tion. The loss may, nevertheless, be deductible on the income 
tax return of the distributee if it meets the required test.91 
CHARITABLE DEDUCT!ONs92 
Deductions £rom the gross estate are permitted to 
the e;xtent o.f the value of any bequest., legacy,devise,or transfer, 
or interest therein to (Or' for the use or) the .follotrling donees ; 
1. The United States, any state, territory, any political 
subdivision thereof, or the Distr1ct of Columbia, for·excluaive .... 
ly public purposes. 
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.2. A corporation organized and operated exclusively for 
religious.t charitabl-e 1 scientific, literary1 or educational 
purposes, or to a trustee or fraternal order for the above 
purposes. 
3. A vete~an's organization incorporated by an Act of 
Congress. 
Furthermore~ as regards 2 and 3 above, the respective 
organization will not qualify if any part or its earnings inures 
to a private individual or 11" a substantial part of the activi ... 
ties is carrying on propaganda, or otherwise attempting to 
influence legislation •. 
If there is any doubt as to an organization's ability 
to qualify within the above requirements1 the Internal Revenue 
Service, upon request 1 will rule regarding any organization 
which has been actually operating for one year or more-
MARITAL DEDUCTION93 
The marital deductionJi probably the most important 
estate planning tool# permits a citizen or resident alien de~ 
cedent to paes up to one•hal~ of his property free of tax to 
his surviving spouse, notwithstanding her citizen or resident 
status. The deduction is available only if the decedent was 
married at the time of death and with the exceptions herein~ 
after discussed, is limited to the estate tax value of property 
within the gross estate which passes to the surviving spouse. 
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The element of passing is not limited to property taken by 
will but also includes intestate shares, dower interests, 
joint and appointive interests {such as l~fe insurance where 
the wife is named beneticiary),a statutory forced share taken 
in lieu of the will and other interests which vest in the 
surviving spouse and are included in the gross estate. For 
convenience, the surviving spouse is generally referred to in 
the feminine gender, but if the decedent wa~ a woman, the same 
deduction is available by reference to her aurv1v1ng husband. 
A.. DISCLA.IMERS 
A disclaimer is a complete and unqualified refusal 
to accept the rights to which one is entitled.94 In some 
circumstances the surviving spouse or other beneficiary may 
for one reason or another disclaim an interest in the estate. 
Children, with large estates of their own may want to pass 
more property to their mother, or the surviving spouse may 
have a la~ge estate and vmnt to add more to her children's. 
Aside from possible gift tax problems, the property may or may 
not qualify for the marital deduction. If the property is 
disclaimed by any other person in favor of the surviving 
spouse, the property is not regarded as having passed from 
the decedent to her and would therefore not qualify. 
Where the surviving spouse disclaims, the property 
is again not eligible as it is considered to have passed to 
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the person eventually receiving it. These transactions must 
be examined carefully. 'l'he person 11d1scla.1ming" may have in 
fact actually received the property and made a subsequent gift 
of it. For example, if the surviving spouse is named benefic~ 
iary of an insurance policy on her husband•s life and she {1) 
refuses the proceeds so that it pa~ses to an alternative bene~ 
ficia:ey or (2) directs the company to hold the proceeds ror her 
life and then pay to the alternate beneficiary named in the 
policy, she has disclaimed in (l} but not in {2). 
B.. TERMINABLE INTERESTS 
Code Section 2056(b) provides that the marital de ... 
duction cannot be taken for property interests classified as 
nondeductible terminable interests. The regulations95 define 
terminable interests generally as 
"""-an intere~t which will terminate or fail on 
the lapse of time or on.the occurrence or the failure 
to occur of some contingency,. Life estates, terms for 
year~, annuities, patents and copyrights are there-
fore terminable interests. 
Terminable interests are nondeductible if they pass 
or had passed (for less than a full consideration) to someone 
other than the surviving spouse who may possess or enjoy any 
part of such property after the termination of the spouse•s 
interest. If these two conditions are net met, then the 
terminable interest is not disqualified. For example, an out-
right beque$t of a patent (expiring in 17 years) to the 
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surviving spouse will qualify for the marital deduction. 
If the decedent possessed a lease interest for 50 years out 
of a 99 year total, owning no other interest in this property 
and the interes~ was given outright to the wife, it would 
certainly be classified a.s a terminable intet'eat, someone 
other than the surviving spouse would possess or enjoy the 
property but, this remaining portio~ of the property did not 
pass from the decedent so that 'both of the above conditions 
\ 
were not met., making the bequest eligible for the marital de.-. 
duction. As a general rule of thumb, if the decedent uncon• 
ditionally gave all he o~n1ed of the property passed, it will 
quality for the marital deduction. 
A major exception to the general rule is the so-
called common disatater and survivor clauses. In order to pre ... 
vent the distribution of his assets among his wite•s rather 
than his own family, the decedent may require that in order to 
inherit, his spouse must not die with him in a common disaster 
and must survive him by six months., without invalidating the 
marital deduction. In many states, statute provides that when 
a will is silent, the presumption is that each spouse outlived 
the other. In this way, the property passes outside of.the 
estate of each spouse, depriving each of the marital deduction. 
In some. situations, it may be more beneficial for the spouses• 
wills to state the reverse presumption, that each died before 
the other~ permitting a potential marital deduction to each 
estate. 
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C. LIFE. iSTATE w;£~ .POl'JER IN SPOUS~96 
As was previoualydiscussed, a pure life estate 
passing to the surviving spouse, where the interest is limited 
to income from the property during her life, does not qualify 
for the marital deduct:1ona but where the spouse receives a 
power of appointment over s~ch property and all the following 
requirements are met, the property's value does qualify for 
the marital deduction. 
1.. The surviving spouse must be entitled to all the 
income from the property for life. 
2M Such income must be payable at least annually. 
3. The surviving spouse must have the power to appoint 
the entire property interest either to herself or her estate. 
4. The power must be exercisable by the surviving 
spouse alone and in all events., whether by will or during life. 
5. No other person may have the power to appoint any 
portion of the property to anyone other than the surviving 
spouse. 
If these tests are met for only a portion or the pro~ 
perty passing, only that port:1on will quality far the marital 
deduction~ however the marital deduction will not be lost if 
the decedent names persons who will take at the wife's death 
should she fail to exercise her power. 
Where proceeds of a lite insurance policy are held 
for the surviving spouse, the propexaty will qualify if conditions 
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similar to the ones discussed abov.e are met 1 with the follow-
ing substitutions for conditions l and 2 (3 ·..,. 5 remain the sa.me) .. 97 
l. Under the contract, the proceeds are to be payable in 
instalments, or interest is to be paid. 
2. 'l'he payments or interest referred to above are to be 
paid to the spouse annually or more frequently starting no 
later than 13 months after the decedent's death~ 
D. VALUATION9S 
Froperty interests passing to the surviving spouse 
which qualify for the marital deduction are to be valued net of 
any encumbrance or obligation. 'l'herefore, ·1.r the asset is sub.-. 
Ject to a mortgage# only the equity is valued for marital deduc ... 
tion purposes. lf' the decedent had provided that the mortgage 
'be paid out of other assets of the estate,· or his wife was to 
be reimbursed for the amount of the mortgage, the ent:tre value 
of the p:rope:roty is included within the marital deduction, the 
·payment or repayment o:r the mortgage considel:'ed as a. qualifying 
/ 
asset in itself. 
Conaideration must also be given to any material 
limitations on the property passing to the surviving spouse. 
If her share ia liable for any estate taxes or other expenses of 
administration, it must be appropriately reduced for valuation 
purposes.~ 
The steps to follow in computing the marital deduction 
are a.s follows; 
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1. Identity and list all or the property interests 
within the gross estate which pass to the surviving spouse. 
2. Delete nonqualifying intereets. 
3. List and aggregate the value of the property interests. 
The value determined under (3) above is the marital 
deduction, limited to 50% of the adJusted gross estate.99 
Except where community property is 1nvolvea,100 the adjusted 
gross estate is computed by subtracting all the expenses, claims~ 
mortgages, indebtedness, and casualty losses discussed under 
Sections 2053 and 2054 from the entire value of the gross 
estate.101 
To illustrate, assume that the value of the gross 
estate is $1 1 000,000; Section 2053 and 2054 deductions are 
$54,000; property passing to the surviving spouse is valued at 
$500 1 000, including a nondeductible terminable interest valued 
·at $25,000; the marital deduction is computed as follows: 
A. Total gross estate $1,000,000 
B .. Allowable deductions~ losses and expenses . 24!000 
c. Adjusted g~oas estate $ 946,000 
D. Bequests to surviving apouse $475,000 
E .. One ... half of C 473,000 
F. Marital deduction $ 473,000 
:tf A wa.a increased $14,000_, increasing C to $960.,000 
and E to $480,000, the marital deduction would be $475,000~ 
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CRAPl'ER IV .., COMPUTATION OF THE TAX 
Section 2051 defines the taxable estate as the gross 
estate leas the exemption and deductions. Relying on the 
-
example discussed in Chapter III, and assuming no charitable 
bequests, the taxable estate would be $413,000 or $1,000,000 
lese deductions ot $527_.000 {$54,000 plus $473,000) and the 
$60,000 exemption. The estate tax, varying from 3% for the 
first $5,000 to 77% of amounts over $10~000,000, is imposed 
upon the taxable estate •102 In this example the gross estate 
tax on $4131 000 is $1141 600 computed in the tax table by adding 
$20,700 (the tax on $100,000) and $93,900 (30% of $313jtOOO). 
Relief from some double taxation is provided in the 
form of credit for certain taxes paid. Listed in the order in 
which they are deducted from the gross estate tax in arriving 
at net estate tax payable, ~hey are: 
1. Credit for state death taxea103 
2. Credit for gift tax104 
3. Credit for tax on prior tranafers105 
4. credit for foreign death taxes106 
STATE TAX CREDIT 
This credit applies toward the reduction of the gross 
estate tax and is allowed for any death tax paid to any state 
or territory or the District of Columbia in respect· of any 
property included in the gross estate of the decedent and paid 
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in respect of that decedentts estate. The credit is limited 
to the amount of death taxes actually paid but not in excess 
of specified. percentage.s of the taxable estate, 'beginning with 
amounts over $40,000 at 8/10 of l%·UP to 16% of the estate 
over $10 1 040,000. 
While only one state has no death tax (Nevada), the 
rest generally absorb the max1murn c:r>edit. In some, Massachusetts 
included, it is not UIJ.usual for the death taxes to exceed the 
maximum credit. In our prior example of a taxable estate of' 
$413,000, the maximum credit would be $9,136, computed in the 
table by adding $3,600 (the ereoit on $240,000} and $5.,536 (3.,2% 
of $173,000}. Assuming that of a Massachusetts distributable 
estate of $800,000 ($946,000 less estate tax and exempt property) 
$400,000 went to the surviving spouse and the remaining $400,000 
was divided between two surviving children. The Massachusetts 
inheritance tax on the wifets and ehildrenfs shares would be 
$19,650 and $16~300, respectively, for a total of $35,950 or 
$26,814 more than the allowable credit. 
Since many states permit the deduction of the federal 
estate tax., the federal return must be filed prior to the de .... 
termination of the state tax. To facilitate this~ the eKecutor 
has four years in which to pay this tax and claim the credit, 
·but may extend this period by receiving permission for extension 
of time to pay the federal estate tax, 107 filing a petition in 
Tax Oourt, 108 or filing a claim for refund or cr?dit of an 
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overpayment of estate tax. 109 In any event, it is usually 
necessary for the executor to file a certificate from the 
appropriate state tax official evidencing payment of the state 
taxes.· 
GIFT TAX CREDIT 
As was discussed previously (see Chapter r~c)~ the 
gift tax and the estat~ tax is not mutually exclusive, 110 so 
that a. gift ta..x may have been paid on a transfer of property 
and still have that property inc:J,uded in the donor•s gross 
estate. To provide relief from this form of double taxation, 
a credit is allowed against the estate tax for the gift taxes 
'paid on property in the donor•s gross estate. This is so even 
where the executor paid the gift tax111 {and deducted it as a 
debt of the decedent) or if the gift was treated as having been 
made one'*'half by the surviving spouse, 112 or even where the 
gift tax was in fact paid by the surviving spouse. 113 
The gift tax credit is measured by the lessor of the 
gift tax or estate tax paid in respect o£ the included property. 
In most estates, the limitation will not operate to reduce the 
credit below the amount of the gift tax actually paid, except 
in cases where the major portion of the estate was property of 
this nature. In these cases, careful calculation is necessary 
to determine the allowable credit« 
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PRIOR TRANSFERS CREDIT 
Section 2013 provides relief' from a situation where 
property is taxed in qu1ck succession in more than one estate 
by virtue of the successive deaths or prior transferors. In 
order for any credit to be available to a transferee estate., 
the transferor must have died within ten y~ara before the 
death of the present decedent. Where the transferee predeceased 
the transferor {i.e., a gift in contemplat~on of' death}, he must 
have predeceased him by no more than two ye~s. The relief'~ 
provided on a sliding scale, is based on a percentage of the 
maximum credit allowable as .follows~ 
Interval in Years 
between Deaths 
o ... 2 
2· 4 
4 .. 6 
6 ... 8 
8 .... 10 
Over 10 
' Percentage of' 
Allowable Credit 
100 
80 
60 
40 
20 
0 
In order to be eligible for this :credit, it is not 
necessary for the property to be traced ini:jo the present dece ... 
dentts estate, but it must have been taxed :in the transferorts 
estate and transferred directly from him t~ the present decedent. 
The term transfer in this sense is interpreted broadly and in-
eludes every form of devolution or ownership by which property 
comes out of an estate114 and includes not only beneficial 
interest but general powers of appointment, 115 life estates, 
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terms for years, annuities, and vested or contingent remainders 
as we11. 116 
There are three steps which are-necessary to compute 
the ex-edit. 
1. Determine the value of the transferred property, by 
subtracting from its estate value, the federal or other death 
., 
taxes, encumbrances and marital deduction, relating to the pro~ 
party tra~fened. 
2. Determine the portion of the estate tax attributable 
from the transferorts estate on tne above value. 
3. Determine the portion of the transferee's estate tax 
attributable to the transferred property's above value. 
The allowable credit is the lesser of 2 and 3 after 
the application of the appropriate percentage as outlined above. 
FOREl:GN TAX CREDIT 
Section 2014 provides a credit against the federal 
I 
estate tax for death taxes paid to any foreign country by the 
estate of the individual u.s. citizen or resident alien involved~ 
with respect to property within the groas'estate and within the 
foreign country where taxed# provided tha~ in the case of an 
alien, his country provides a similar credit to estates ot u.s. 
citizens resident in that country. (For purposes of this cr.edit, 
possessions of the United States are deemed a foreign country for 
estates of decedent's dying after September 2, 1958.)117 
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The maximum credit is measured as the lessor of 
(l) The foreign death tax attributable to the property 
situated in the country imposing the tax and 
included in the gross estate; and 
{2) The federal estate tax attributable to the same . 
property. 
A growing custom is the number of bi~lateral death tax 
conventions between the United States and foreig~ countries 
which authorize foreign tax credits on a mutual basis. These 
conventions set their own rules country by country~ as to which 
properties and taxes will fall within the credit. In each sit· 
uation 1the executor should compare the result of following the 
convention or the gene~al credit as to which course will be more 
favorable for the estate involved. 
While each separate death tax convention contains its 
own time limitation, in order to claim the statutory credit, the 
foreign death taxes muat be paid within four-years after filing 
the estate tax return, unless a petition is filed in the Tax 
Court, or an extension of time to pay the estate tax is granted. 
Usually appropriate certificates from the responsible foreign 
officials are necessary for proof of payment. 
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CHAPTER V .... PROCEDURE 
RET'O'RNS REQUIRED 
Section 6018 requires the executor of an estate or 
a citizen or resident in excess or $60~000 to file an estate 
tax return. 
Each estate liable for the filing of a return must 
first file a so-called preliminary notice on Form 704 within 
two months after the death or the decedent, or if an executor 
is qualified within thla period, within two months of his 
qualification. This return itself is quite simple, requiring 
little moxre than noti.ce of the decedent's death and a rough 
approximation of the values of the various classes of property. 
Form 706, the final return, is due fifteen months 
from the decedentts death. If it is filed late, without per~ 
mission, the executor is subject to a personal penalty not ex-
ceeding $500118 and the estate is subject to an ad valorem 
penalty of.' 5% of the tax for each month of delinquency up to 25% 
of the tax~ unless it can be shown that the delinquency was not 
due to wilfull neglect.119 The local District Director of 
Internal Revenue may grant an extension or time for filing the 
120 return up to a maximum of six months, except for executors 
who are abroad. The timely filing of the return also protects 
the election of the al texrna.tive valuation, _,Which .would otherwise 
be lost. 
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It is no longer neoesaal'y to file the return in 
duplicate or under oath (although the Commissioner may so re ... 
quire] but every executor must sign the declaration under 
penalty of perjury.121 Tney must also include a certified 
copy of the will (if the decedent died testate) and such other 
information as the Commissioner requires to verify the value 
of included property. 122 
PAYMENT 
The estate tax is due fifteen months after the dece;;,. 
dent's death whether or not an extension of time for filing 
the return has been granted~ 123 It is payable to the District 
Director in whose district the decedent was domiciled at the 
. 
time of his death unless official permission to the contrary 
is rece.:tved. 124 lf the executor pays any debt of the decedent 
or the estate or makes any distribution of estate assets before 
paying the entire estate tax, he becomes personally liable for 
payment., The Government may a leo assert transferee liability 
against beneficiaries of the estate and assert liens against 
certain property to enforce payment of the estate tax. 
Exten~ion of time for payment of' the tax may be 
granted by the District Director under the followin~ conditions: 
l.. If the execut(?r applies in writing before the due 
date of the ret1.trn, and establishes tha.t payment on the due 
date of a designated part of' the tax125 would produce undue 
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hardship and substantial financial loss to the estate.126 
These extensions will be granted on a year to year basis for 
a reasonable time but not more than ten years. Interest will 
be charged at the rate of 4~ annually.127 
2. lf the executor wishes to extend the time of' payment 
of deficiency tax, he must apply in writing as above 1 before;" 
the due date of the deficiency, showing undue hardship. The 
interest rate in this case is 6% annually and the period of 
extension may be up to four years.128 
3. The executor may elect to postpone the tax attri-
butable to the inclusion of a reversionary or remainder interest 
until six months after the termination of the precedent interest 
or interesta. 129 He must file a notice of exercise of this 
election with the District Director before the due date of the 
tax and include supporting documentat1on.13° 
Code Section 6165 permits the Pistrict Director to 
require a bond of up to double the amount of the tax aa a con~ 
dition precedent to granting any of the above extensions. Gen~ 
erally~ the District Director will accept a personal bond. 
Section 6166 permits e~ecutora or estates whose 
returns are due after September 2, 1958 to postpone payment of 
estate tax without pe~iasion £rom the District Director, if 
the following conditions are met. 
1. The estate contains the val~e of a closely held trade 
or business (proprietorship_. partnership or corporation) which 
exceeds 35% of the gross estate or 50% of the taxable estate~ 
and 
2. If a partnership, the estate must contain 20% or 
more of its capital interest or there must be ten or fewer 
partners; and 
3. li" a corporation, toe es.tate must contain 20% or 
more in value of the voting stock, o~ there must be ten or 
fewer shareholders. 
Two or more trades or businesses may be combined if 
more than 50% of the total value of each is included in the 
decedentta gross estate. 
If the above requirements are met~ the execut~ may 
postpone that amount of tax whioh bears the same ratio to the 
entire tax as the value or the qualifying, closely held busi~ 
neaa bears to the value of the gross estate. this· portion of 
the tax may be paid. in annual instalments .·of .from two to ten 
yearB with interest at the rate of :4% annually~ 
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PART II ... P.MCTICE 
CHAPTER Vl ... MR., YOUNGER 
Mr. Henry Younger could easily be descl"ibed as a 
typical Junior executive. At 35, he is a very busy man, work• 
ing diligently at his relatively new position as Vice President~ 
Sales 8 or Dollatronica Co. He began his business career at 
First Company, but the offer made by Dollatronics in terms of 
salary and stock options made his decision to move a very easy 
one. 
DRAMATIS PERSONAE 
1. Betty Younger, his wife, aged 28 is in good health 
and has been an excellent aid to him in his business ambitions. 
Although they are very compatible, her major drawback is her 
love for 'tbeauti:f'Ul things .. " She is financially irresponsible, 
as evideneed by ·the use of' a $2,000 annual clothes allowance 
from her mother, Mrs. Knight. It would be impossible to entrust 
the family 1s financial affairs to her. 
Her mother, enjoying a life estate from her husbandts 
estate, is 58 years old. At her death~ Betty receives the 
remainder free of any trust. The corpus, cona.isting o:r munici~ 
pal bonds, is now valued at $800,000. 
2. Jim Younger~ his son~ aged 7 is a bright alert child. 
He has already created a little notice from his teachers for 
the speed in which he seems to absorb his lessons. 
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3. Eve Younger, his daughter, aged 3 appears to be 
equally as bright as her brother is1 but she contracted polio 
at.21 months and the after e.ftects left her rather frail. She 
makes periodic trips to a local clinic for physical therapy 
and examination. Her doctors feel that while she may never be 
a very strong person, with proper care she should enjoy a nor. 
mal life span. 
ESTATE PLANNING BALANCE SHEET 
ASSETS 
Item Value Cost Taxable 
Cash $ 4,500 $ 4,500 
Photography equipment 2,500 $ 3,200 2,500 
Boat and gear . 3,500 6,000 3,500 
Home, net of $45,000 
mortgage 20;000 10,000 20,000 
Life insurance ~· face 275,000 . :275,000 
Securities 60,000 l5,000 60,000 
Miscellaneous personal 
effects (car, clothes, 
etc .. ) q2200 . 6.~oo 
$372,000 $372,000 
DEBTS 
Outstanding balance on life insurance loan 
Loan balance from Mrs .. Knight (mother-.in~law} 
Various debts rising from inataln1ent 
purchases of household utilities 
Lig_ui,d 
$ 4,500 
275,000 
60,000 
$339,500 
20,000 
10~000 
1,800 
$ 31,800 
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MISCELLANEOUS DATA 
The home is held in both names. 
Of the $275,000 in life insurance~ $10,000 is 
"G.I.," $50,000 is ordinary life, $115,000 is savings bank 
term and $100,000 is group insuranoe paid entirely by 
Dollatronics. 
The securities owned are primarily First and 
Dollatronics common, acquired through restricted stock options. 
Most of the money needed for these purchases came from personal 
loans from Mrs. Knight. Mr~ Younger arranged for these loans 
in a "business ... like" mannexa and seriously intends to repay 
them in tull at 5~ simple interest. 
INCOME SITUATION 
Salary from Dollatron1ca 
Dividends 
Interest 
·Adjusted gross income 
Gifts from Mrs. Knight 
Federal and state income taxes 
Spendable income 
Average normal living expense 
Average annual surplus income 
* Maximum fede~al rate reached • 43%. 
$30,000 
200 
30,200 
.:2,000 
32,200 
1.760* 
24,440 
1Q,440 
$ 5,000 
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PROPOSED PLANS (See schedule supra) 
1. No inter vivos gifts and no marital deduction. 
2. No inter viv~a gifts and one~half use of marital 
deduction. 
3. No inter vivos gifts and tull use of marital 
deduction. 
4, Same as (l} plua inter vivos gifts of $165$000 of 
insurance. 
5. Same as (2) plus inter-<.V.ivos gifts of $165,000 of 
insurance* 
6- Same as {3} plus inter vivos gifts of $165,..000 of 
insurance,. 
7. Inter vivos gifts of $165~000 of insurance and 
marital deduction of $37,000. 
68 
o9 
MR . YOUNGER 
PROPOSED ESTATE PLANS 
1 2 3. .4. 2. 6 
Estimated total estate $372,000 $372 ,000 $372 ,000 $207 ,000 $207,000 $207 ,000 $207 , 000 
Debts .31 1800 31 2300 ,31 1 800 31 2 800 31 1 800 31 :800 31 .800 
Balance 340,200 340,200 340,200 175,200 175 , 200 175,200 175,200 
Less estimated administrative expense (6% of balance ) 20 1:fl 2 20 1412 20 1 412 10.!;212 10 2 :212 10 1 :212 10 1:212 
' Estimated adjusted gross estate 319, 73'3 319, 783 319, '(88 104, 088 164,683 164, 683 164, 688 
Marita l deduction 79,94 T 159, 894 41,172 82, 344 37,000 
Specific exemption 60 2000 oo.ooo _. o ~ooo .J0 1 000 6o.ooo 60 1000 601000 
Total estimated taxabl e estate 259, 788 179, 841 99 , 894 104, o88 63,516 22 , 344 o7, 683 
Gross e s tate tax on estimated estate u8 , 63C 44,652 20,u70 22,106 10,434 1, 928 11, 653 
Comparative estate tax saving over p l an 1 23 , 984 47,966 46,530 58 ,152 ,_,6 , 708 56, 983 
': 
LIQUIDITY COMPUTATION 
Debts ( including mortgage debt ) $ 76 , 800 $ 76 , 800 $ 76, 800 $ 76, 800 $ 76 , 800 $ 76,800 $ 7G , 800 
Administrative expenses 20,412 20 ,412 20,412 10,512 10, 512 10, 512 10,512 
Tax 68 1636 4:fz 6~2 20 1 6[Q. 22 t 106 101484 l. 2 22 3 111 622 
Cash required 165 , 848 141, 864 117, 882 109 , 418 97 , 796 89, 240 98,96 
Liquid assets v'lithin estate 332 z200 332 . 200 332.200 114z200 1'{41:;200 11.4..s.2.QQ. 
Cash surplus $173 , 652 $197,636 $221, 618 $ 65,082 $ 76, 704 $ 85 , 260 
SELECTION 
Mr. Younger' a main concerns are t reduction or estate 
taxes, providing for his wife, at least until her remainder 
in her rather's trust matures and providing for hie children, 
~th special attention to Evets future medical care needs, and 
support. 
Plan l produces the largest estate tax. Primarily it 
serves as a point of reference since, while it is theoretically 
possible to omit the wife entirely, particularly with her con~ 
sent, local law provides the wife with aome statutory protec~ 
tion. In our example, at least the home would fall into the 
marital deduction because of its joint ownership, 
Plan 2 is more realistic. It approximates the value 
ot a minimum amount of property passing to the wife under local 
law. In situations where the wife ts estate is much larger than 
her husband'a~ taking into consideration their respective life 
expentanc1ea 1 one""'half of the available marital deduction would 
be the maximum amount wtdch the testator would be advised to 
pass to a spouse outright, particularly where there are children 
involved as other benefici~ies. 
Plan 3 demonstrates the maximum use or the marital 
deduction where no gifts are intended during life or where the 
gifts would be too expensive in terms of loss of needed income 
or availability of moneywith which to pay a gift tax .. 
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Plan 4 through 6 : show the combination of the above 
marital deductions coupled with gifts during life. Most 
estate plana fall into one of these three categories after 
taking into consideration the marital deduction questions and 
the ability to make inter vivos gifts. 
Plan 7 is the plan adopted by Mr. Younger. He was 
concerned with the availability of cash to his estate at his 
death and noticed that there was a cash surplus under each of 
the plans from l to 6. His current income picture results in 
approximately $5,000 of surplus income each year~ but he was 
conscious of' the need to repay Mrs. Knight and he knows he will 
need more cash in the near future to take full advantage of the 
restricted stock options available to him at Dollatronics. He 
feels that these shar~s will continue to appreciate-and eventu ... 
ally provide the basis for real security for him and his family .. 
He is awa~e of his wife's expectancy of "$800,000 ~nd the estate 
tax on this amount in her estate, particularly should he prede-
cease her~ He feels that she should be financially secure 
should he predecease Mrs. Knight, but he knows that there is 
the double danger of having the funds d:t.saipated or heavily taxed 
in her estate. 
Mr- Younger was shocked by the amount of the estate 
tax liability where no gifts were made during life1 but he was 
reluctant to make gifts of any of his tangible assets. The in ... 
suranee policies, while they are valued at the policies' face 
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amounts for estate tax purposes, are valued at their interpo~ 
la.ted reserve value for gift ta.Jt purposes. Mr. Youngerts 
ordinary life policy is relatiyely new and could easily be 
trana:rerred within the gift tax exemption and exclusion, 
The 1ndi vidual term insurance ori Mr. Younger 1 s life 
($100,000) has but nominal value for gift tax purposes. It 
may be possible, .. with the aid of the insuring company, ·to 
assign the ownership to Mrs* Younger, or it might be necessary 
to terminate the present policy and begin a new one. In either 
event, Mrs. Younger should obtain all the incidents of owner .... 
ship and pay the necessary premium coats. These payments could 
safely be made out of part of the allowance from her mother. 
(Mr. Younger appreciates the possibility or the offsetting 
increase in living expense which ma~ arise from the additional 
charge accounts payable now by him.) 
The marital deduction of' $371 000 is to be made up 
specifically from the cash, photography equipment, boat, home 
equity, and personal ettecte, net of any tax or expense. 
The remaining portion of his estate, approximately 
$100.,000, will be placed in trust at his death to be invested 
at the discretion of his named trustees, the broker1 .the bank 
and his wife for the benefit of his wife and family. The income 
and/or corpus is to be paid~ in the sole discretion of the 
trustees., on the basis of need to the three beneficiaries. At 
the death or his wite., the remaining corpus and accumulated 
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income is to be distributed to his surviving children, or 
their children., equally. 
Mr. Younger now reels that he has accomplished all 
that he hoped to accomplish at his present level of income 
and estate. 
1. His wife would receive a total or $169.,500 in cash, 
$12,500 ma.rl<et value o:f personal property and the $65,000 
horne, free of mortgage. 
2~ His children and wife would be beneficiaries of a 
trust of $100,000. 
3. Moat of his estate would not fall into his wife•s, 
reducing the larger tax which could occur should she die after 
receiving the corpus of her father's trust, 
The after.death income situation as compared to before · 
death appears as follows: 
To Wife 
$182,000 
100,000 in Trust 
Mother 1a"allowancett 
Total spendable income 
Present living expense 
Less~ 
Income at 4~2$ 
$ 8,190 
6\,500 
12,690 
2,000 
$14~690 
18,940 
Cost of annual mortgage payments 
Hobby and other expenses related 
to Mr" Younger 
(37~120) 
(2,000). 
$13,940 Living expen$e ot wife and children 
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lt appears that his family should be able to continue 
their present living standard without much difficulty. This 
would be true even if Mrs. Knight discontinued her annual allow~ 
ance., although he feels that should he die in the near future,. 
Mrs~ Knight would move in with her daughter and share expenses 
at least until Mrs. Younger remarried. 
Mr. Younger also feels that his two children are 
adequately protected since the trustees are aware of Mrs .. 
Younge~•s other income and expectancy and would place priority 
on Eve*s medical needs and Jim's future educational expenses. 
While justifiably satisfied with his plan~ Mr .. Younger 
knows that this is a "now" situation and expects to revisit his 
a.dv1$.ers should there b~ any changes in his family picture.. He 
also knows that time has a. way of gradually changing an esta. te 
so he will check with hie advisers periodically, say every five 
to seven years 1 in order to give expression to any changes in 
either his estate~ his ideas or the applicable tax law. 
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CHAPTER VII ... MRS. MA'l'URE 
Mrs. Mary Mature, a widow, aged 67, living in 
Wellesley, Ma.ssa.chusette, is a highly intelligent woman., in 
excellent health who fo~ yea~s since the death of her husband, 
a.n investment advisor, has been successfully managing her own 
investments, a portfolio of oonside~able size~ with great 
success. During Mr. Mature 1 s lifetime, she was very interested 
in his work1 and many times actuallY researched the problema 
and made many of the investment decisio~s. At his death, all 
of hi~ property passed to her. Mrs. Mature not only increased 
the value of the entire po;t>t.folio of securities, but raised 
and educated her five child~en. 
She now wants to reti~e, but has never given much 
thought to estate planning or death since she comes out of a 
long lived family and is now in excellent health. She merely 
assumed that her property would be equally divided among her 
children without need for liquidation of any of her interests. 
She :reels that all of her children should share 
equally in her estate. Her retirement income needa will be 
relatively modest, :tn ra.ct she ha.a alwaye lived relatively 
mod.estly1 despite her f1nancial suecesaea1 but while not adverse 
to the idea., has never given a thought to making inter vivoa 
gifts to her children. 
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DRAMATIS PERSONAE 
1. Son Alan2 aged 47, is a civil engineer now living in 
Chicago~ He is married, has three children and a devoted wife. 
His. annual income of about $20,000 permits him some luxuries, 
' but throug~ his mother's excellent advice has been able to turn 
the small amounts he has available for investment into a port-
folio of approximately $25,000~ 
2. Son Paul, aged 45, is an attorney practicing in Boston. 
He is ~lingle and devotes a good deal of ·his free time to his 
mother.. While he has been moderately successful in his practice, 
by living simply and .following his mother's investment advice, 
his personal investments are worth approximately $75,000. 
3.. Daughter Lois., aged 40, is a housewife, living in 
New York. Her husband is an executive in a large advertising 
firm and earns about $50,000 a year.. While he is a.n excellent 
ac~ount executive, his main ambition, to open up on his own~ 
has had to be postponed because of an inability to accumulate 
funds. t.rney have two children. 
4. Daughter J;earl, aged 36_, is a physician. She and her 
husbandjf a commercial artist, live in .PMladelphia where she 
specializes 1n pediatrics~ They have no children. 
5. Son Sidney, aged 32, is a. certified public accountant. 
He is married and lives in Det:roit, where he earns about $35,000 
a year as a partner in a national accounting f'irm.. He has been 
married ror two years. They~ave no children. 
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ESTATE PLANNING BALANCE SHEET 
Cash 
Marketable 
securities 
$ 
Value 
60~000 
3,215,000 
ASSETS 
Cost 
$2,700,000 
Home (unma~tgaged) 
Miscellaneous 
personal 
property 
45,000 15,000 
51000 
$3,325,000 
DEBTS 
None 
MISCELLANEOUS DATA 
Taxable Liguid 
$ 60>000 $ 60,000 
3,215,000 3,215,000 
45,000 
.. :2 !,000 
$3,325,000 $3,275,000 
Mrs. Mature baa never nbelieved in" life insurance f'or 
·neraelf. She was confident that she could invest her money at 
least a.s well as any insurance compa.ny6 and until recently, has 
never let a thought of' death disturb her intense interest in the 
stock market. 
Her marketable se.cut>itiea vaxay from the 11blue chipu 
to the rank 11speculat1ve•t and in some instances show oa.pi~al 
appreciation of about 400%. Her investments average a little 
under 5%, producing about $160,000. of gross income annually. 
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.·•. 
INCOME SITUATION 
Gross income 
Less: 
Investment literature, travel and 
other business expenses 
Charitable contributions 
Federal and state income taxes 
Spendable income 
Average normal living expenses 
Average annual surplus income 
PROPOSED PLANS (See schedules supra) 
$160,000 
12,000 
5,000 
80,000* 
63,000 
23,000 
$ 40JIOOO 
1.. Gifts totaling $1,825,~~000 spread equally over 
twenty year·s .. 
2. Gifts totaling $1,825,000 spread equally over 
ten years. 
3. Gifts totaling $1,825,0.00, with all taxable gifts 
spread equally ~n the first seven of twenty years. 
* Maximum federal rate reached ~ 81%. 
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MRS . MARY ~iATURE 
INTER VIVOS GIFTS OF $1, 825 ,000 
EQUALLY TO FIVE CHILDREN OVER 
TWENTY YEARS 
1961 1962 
------
12.§3_ 
Total annual gifts $ 91,250 $ 91,250 , $ 91,250 
Specific exemption ,30 1 000 
61,250 
Annual exclusion of $3,000 
per child 15.000 12.000 15,000 
. 
Annual taxable gifts 46, 250 76 , 250 76 ,250 
Accumulated taxable gifts ... 46,250 122,500 198 , 750 
Tax on accumulated gifts 4, 631 20 , 588 37 , 744 
Prior gift t axes paid 4 1 L,31 20 1 283 
Gift t ax for year $ 4,631 $ 15,957 $ 17,156 
m1. .1.2R 1213. 
Total annual gifts $ 91,250 $ 91,250 $ 91,250 
Annual exclusion of $3,000 
per child 121000 121000 15 1 000 
Annual taxable gifts 76,250 76 ,250 76 , 250 
Accumulated taxable gifts 808, 750 885,000 961,250 
Tax on accumulated gifts 191, 204 212,363 233,522 
Prior gift t axes paid 170 1301 1211204 212 1363 
Gift tax for year $ 20,897 $ 21, 159 $ 21,159 
l2fut 12.§.5. 
$ 91, 250 $ 91,250 
15z000 12 2 000 
76 ,250 76 , 250 
275,000 351,250 
55 ,275 73,575 
II.7A4 22z 272 
$ 17 ,531 $ 18 ,300 
.l21A 1975 
$ 91,250 $ 91,250 
121000 1;2 1 000 
76 ,250 76 ,250 
1,037,500 1,113,750 
255 ,244 277 ,547 
233 2522 222z244 
$ 21,722 $ 22,303 
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1966 1967 1968 1.2.§2. 1970 
$ 91,250 $ 91,250 $ 91,250 $ 91 , 250 $ 91,2'50 
1:;2 2000 12 1000 12 1 000 121000 15 ,000 
76 , 250 76 , 250 '/6 ,250 76 ,250 76 , 250 
427,500 503, 750 580,000 656 , 250 732 ,500 
91,875 110, 259 130,275 150,291 170,307 
73a215 9lz872 1101222 1,301 21:2 1501221 
$ 18 ,300 $ 18 ,384 $ 20,0lo $ 2o,o1c. $ 20,016 
1976 1977 12.7§_ 121.2. 1980 
$ 91,250 $ 91 , 250 $ 91, 250 $ 91,250 $ 91,250 
122000 121000 152000 121000 12.000 
76 ,250 76 ,250 76 , 250 76,250 76 , 250 
1,190,000 1,266 , 250 1,342 ,500 1,418,750 1, 495 ,000 
299 , 850 322,519 346, 538 370 ,55?" 394,576 
277..241 222 z820 ,322 1 212 3£!6 a;i38 310a22'Z 
$ 22,303 $ 22, 669 $ 24 , 019 $ 24,019 $ 24,01 
f'JIRS • MARY r<lA TURE 
INTER VIVOS GIFTS OF $1, 825,000 
EQUALLY TO FIVE CHIIDREN OVER 
TEN YEARS 
1961 
Total annual gi ft s $182,500 
Specific exemption 30 2 000 
... 
152,500 
Annual exclusion of $3 , 000 per child 1.2.000 
Annual taxable gifts 137, 500 
Accumulat ed taxable gifts 137,500 
Tax on accumulated gifts 23 , 963 
Prior gift taxes paid 
Gift tax for year $ 23,963 
INTER VIVOS GIFTS OF $1, 825,000 
EQUALLY TO FIVE CHILDREN -
GIFTS MADE SUBSTANTI AL.LY I N FIRST 
SEVEN OF TWENTY YEARS 
1261 
Total annual gift s $232 , 857 
Specific exemption 301000 
202, 857 
Annual exclusion of $3 ,000 per chi l d 12.000 
Annual taxable gifts 187, 857 
Accumulated t axabl e gifts 187, 857 
Tax on accumulated gifts 35,293 
Prior gift taxes paid 
Gift tax for year $ 35,293 
1962 12.§3. 1964 
$182,500 $182 , 500 $182,500 
1.22000 12.000 1.21000 
167 , 500 167 , 500 167 ,500 
305,000 472 , 500 640,000 
62 , 476 102 , 6'76 146,026 
23 1~6 ,3 62 d:76 102! 676 
$ 38,513 $ 40 ,200 $ 43,350 
1962 1:2§.3. 
.l2f4. 
$232 , 857 $232 , 857 $232, 857 
12.000 1,2 1 000 1,2 1 000 
217 , 857 217 , 857 217 , 857 
405, 714 o23 , 571 841,428 
86 , 646 141, 712 200,271 
32z223 86 1 646 1:111712 
$ 51,353 $ 55, 0o6 $ 58,559 
0 
12.22 1966 12§1. 1968 12.92 121Q_ 
$182,500 $182 , 500 $ 182 , 500 $ 182 ,500 $ 182,500 $ 182 ,500 
151000 15 2000 12 t000 1,2,000 1.2 z000 1.2 1 000 
167, 500 167 , 500 167,500 167 , 500 l o r , 500 167 ,500 
807 , 500 975,000 1 , 142,500 1,310,000 1,4Tl ,500 1,645 ,000 
190, 857 237 ,338 285, 957 336,301 389,064 445 ,090 
l:f6 1 026 120 a821 231 z.338 28!2,221 33b z301 38~1064 
$ 44 , 831 $ 46 ,481 $ 48,619 $ 50,344 $ 52 , 763 $ 56 ,026 
12.§2 1,266 l2§1. 1268- 12&> 
$232, &57 $ 232, 857 $ 232, 857 $15,000 
12 2 000 1:;2 1 000 1,2 1 000 12 1 000 
217, 857 217, 857 21'( ' 857 
- 0 -
l.P59 ,285 1, 277,142 1, 494,999 
261, 616 325,950 394,575 
200 2 211 261 2616 
$ 61,345 $ o4, 334 $ 68 . 625 None 
MRS" MAR'X :MATURE 
EST TE TAX GONBEQUENOE.S 20;.,~ GIF'r PRO&RAM 
MADE EQVAL:LY OVER 20 YEARS, 
Years of Death 
196Q_ . 1965 1970 . 1975 
Gross 
estate 1 $3j325.,000 $3>3251 000 $3,3252000 $3,325,000 $3,325,000 
Gifts I (456~2_50) (912;,500) (1,3681 750) (1,825,000). 
Gift tax·: (73,575) (170,307} (277,547) (394,576) 
:Exclu:Sion· 
(estate) 1\ (60 1 000) . (6o*ooo) (6o ,oo6) (6o,ooo) (60 tooo) 
Balance '1 3,.265,000 2,735,175 2,182,193 ·l,618,;703 1,045,424 
:Expenses 
·at 5% (163,250) (136.759}. {10Q.l09) (80;935) (52,271) 
T~able 
estate ~1 3, 101,750 2,598,416 2,073,084 1,537, 768 9931153 
Estate 
tax 
:I ~ . . . . . . . . . 
il$1.;320,180 $1.,050,360 $ 789,011.$ 545,196 $ 323,167 
Estate ta · saving, 
over l9 0 · 
I 
.Lel$s gift,taJr.es paid 
savings d e to 
dec:t'eas• in 
e;xpen.se• 
Additiona property 
passe-d o benefic,..., 
iaries ue to plan $. 
'\ 
t/ 
269.;820 531~169 
. {73,575) . (170,307} 
:!:96~~45 360,862. 
26fA~l 54,141 
2~2,73~ $ 415)003 $ 
774,984 997,013 
(277 .547) .· {394, 576) 
497,437 602,437 
82,31!5 .110:~'979 
579,752 $ 713,416 
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MRS. MARY MATURE 
ESTATE TAX CONSEQUENCES OF lO~YEAR GIFT PROGRAM 
MADE EQUALLY OVER 10 YEARS 
Gross estate 
Gifts 
Gift Tax 
Exclusions (e~tate} 
Balance 
Expenses at 5% 
Taxable estate 
Estate tax 
Estate saving, over 1960 
Less gift taxes paid 
Net tax saving ov·er 1960 
Years o:r Death 
.1260 . 1265 ' . 1970 
$3,325,000 $3,325,000 $3,325,000 
1,.912,500 1,823,000 
190,857 . 445·, 090 
60.000 I. J 60,000 60,000 
3,265,000 2,161,643 994,910 
163.250. 108.082 . :49,1:42 . 
3, 101,.750 2,053,561 945,165 
$1,320,180 $ 779,445 $ 305,411 
540;735 
(190.857) 
. -- -.. . . 
1,014,769 
(445.090) 
569,679 
Savings due to decrease in expense 
Additional property pa$sed to 
-349,878 
52.168 . 11j.t505 
beneficiaries due to plan 
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Gross 
MRS. MARY MATURE 
ESTATE TAX CONSEQUENCES OF 2Q ... :mAR PROGRAM 
MADE SUBSTANTIALLY IN FIRST SEVEN YEARS 
1960 
Years of Death 
estate $3s325~000 $31 325,000 $3,325,000 $3#325,000 $3,325,000 
Gifts {1,164,285)(11 675,000)(1,750,000)(1,825,000) 
Gift tax {261,616) (394,575) (394.t575) (394,575) 
:Exclusion (estate) {60=000} {602000) (60=000) (q0 1 ()00) . {60 ~000) 
Balance 3,265,000 1,839,099 1,195,425 1,120,425 1,045,425 
Expenses 
(163.2!20) (21~~22} . at 5% 
4 ,. . (2.2:~ZZ1) (!262021) {22:~2Zl) 
Taxable 
estate 3,101,750 1,747,144. 1,135,654 1,064,404 993,154 
Estate 
tax $1,320,180 $ 639,415 $ 378,605 $ 350,818 $ 323,167 
Estate tax saving, 
over ·1960 680,765 941,575 969,362. 997,013 
Less gift taxes paid (261.61,6)_ (324s:i1!2) (324.21.2) !3SM~2Z2) 
Net tax saving 
over 1960 419,149 547,000 574,787 602,438 
Savings due to de~ 
crease in expense 71,295 103,479 107,229 110,979 
Additional property 
passing to benefic ... 
iaries due to 
plan $ 490:t444 $ 650,479 $ 682,016 $ 713,417 
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MRS ~ MARY MA?:'URE 
SUMMARY OF TAXES CONSEQUENT ON GIFT PLANS 
* Liability reaches ma.:8:imum a.t 1 years. 
SELECTION 
A brief glance at the estate planning balance sheet 
convinced Mrs, Mature that in any given situation$ liquidity 
would not be one of her estatets problema. 
The one large problem she had to face was the poten ... 
tial size o:r her estate tax ($1,320,180) had she died yesterday .. 
While she had never considered it previously$ she now was de-
termined to take whatever steps were needed to reduce this po~ 
tentia.l expense and to thereby increase the amounts her children 
would otherwise receive. 
Despite the fact that some of her children were more 
capable of handling large sums of money, she steadfastly main-
tained that each of them should receive no more than any other, 
and that they should receive this property free or any trust 
during her lifetime. She felt that it was fal:' better to give 
some of her securities away during her lifetime, particularly 
where her income needs would be decreasing as the years went 
by, than to retain it all until her death, continue to pay a 
large income tax, and have a huge estate tax. 
The next problem was the selection of the amount and 
nature of the securities to give away. As she knew~ some of her 
securities had a much lower income tax basi& than others, par-
ticularly the speculative issues, which were producing the 
lowest relative rate or return. She carefully analyzed her 
portfolio and determined that out of the total, about $1,400,000 
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in fair market value would be considered the "growth" stock 
which had the lowest tax basis to her. Examining her gross 
estate. analysis showed that gifts of about this amount, over 
a period of years~ would serve to equate both the gift and 
estate tax bracket in the 30% area while making maximum use 
of the gift tax exclusion and exemptions. Mrs. Mature then 
decided to retain a few blocks of stock valued at $1,390,000, 
with a tax basis to her of about $875$000 and give away the 
remainder of her portfolio. These remaining securities were 
expected to earn about $301 000 annuallY~ 
Plan 1 ~ spreads the gifts over twenty years with 
. . 
an $18,250 annual gift per child. Twenty years was selected 
as the estimated remaining life span or Mrs. Mature. By the 
use of a twenty~year plan, assuming her longevity prediction 
is correct, 'she makes use of the available annual exclusion for 
each donee (5 x$3,000) twenty times and thereby excludes 
$300,000 from gift and estate tax. 
Plan 2 • spreads the gifts over twenty years as does 
Plan l, but 1makes all the taxable gifts in the first seven years. 
This has the effect or transferring $1$629,999 during the period 
which would otherwise transfer only $638,750 and assuming the 
plan continues over twenty years, pr.oduces the same total gift 
tax. 
Plan 3 ~ spreads the gifts equally over ten years, at 
$182,500 each year .. This permits a·:raster overall transfer or 
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the property, but results in a total gift tax of $445,090 as 
compared with the $394;576 gift tax tor the twenty-year periods. 
Mrs. Mature decided upon Plan 2. Her reasons 
exhibited the precision which characterized her prior business 
history. She felt that a. twenty~year remaining life expect-
ancy was a fair estimate, but she also recognized the uncertain-
ties involved.. Despite the fact that she never considered in .... 
surance, she felt that gift acceleration during the first seven 
.of twenty years was an excellent hedge against possible mis"" 
fortune. Furthermore, the growth shares she had retained were 
more susceptible ot.dramatic appreciation than the others and, 
if necessary 1 she r.ealiz'ed she could revi.ae her gift program · 
upward after the first seven y@ara, if it became advisable. 
Plan 3, the ten~year plan, was discarded because of 
the additional $501 514 gitt tax cost with less "protection" 
than Plan 2 offered. 
Plan 1, the straight twenty~year plan~ was discarded 
pecause of the comparative estate tax savings# taken at five ... 
year intervals. Under Plan l, if she died in l965i she ~ould 
have saved her children about $222,000J in 1970, about $4151 000; 
in 1975, about $500;000; but it was not until 1980 that the 
full tax aaving was accomplished. By eomparison1 Plan 2 saved 
her children about $500,000 if she died in 1965; and $650,000 
in 1970 or about 69% of the total saving in five years of the 
plan's operation and about 91% in ten.. This was the a.dd1t1onal 
protection she wished. 
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At this point, well satisfied with her gift program, 
her remaining property and the remaining income she would have 
after disposing of the gift stock, she considered her will. 
While she still Wanted each child, or their decedents, 
to share equally1 she felt that in some cases a trust would be 
wise. She provided that her sons, Alan1 Paul and S~dney1 or 
their respective heirs, were t.o each receive one.-.f'ifth of her 
net estate free from t~st, however, Lois and Pearl were to 
receive their one-fifth shares in trust, income and corpus to 
be distributed on the ba.sia or need in the trusteea 1 sole dis~ 
cretion. Paul and the Last National Trust were named as trustees, 
with Sidney and Alan as respective successors. The trusts were 
to continue for the girls' lives at which time they could at the 
trustees 1 discretion pay the income equally to the respective 
children of Lois and Pearl for 21 years and then distribute re. 
maining corpus and accumulated income to the income beneficiaries 
equally,. In this way 1 Mrs. Mature knew that even if her daughters' 
and their husbands'' f'inano:Lal future were to reverse, both girls 
would have an emergency fund of about $300~000 and income of 
about $15,000 for their own purposes. 
Mrs. Mature was very proud of' her plan, but a.s in the 
case of every prudent planner, she scheduled regular estate 
planning reviews with her advisers for about every three to five 
years so as not to have her intentione thwarted by unpredictable 
family or tax law changes .. · 
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CHAPTER VIII .... MR.. JONES 
Mr~ Thomas Jones~ aged 55, and in excellent health, 
lives in the Jones family estate in Philadelphia. He is chair~ 
man of the board of Jones Company and is deeply concerned with 
his duties as its chief executive officer. He owns 25~ of the 
stock. While it has been a family business for many.generations, 
he was instrumental in building it to the chain store empire it 
is today. Having an abhorrence of taxes in any form~ he avoided 
thinking about h.is estate planning until the recent receipt of 
certain tax literature through the mail frightened him into 
calling his lawyer, accountant~ trust advisor and.inaurance man. 
Having selected his planning team wisely 1 and instructing. them 
of the importance to him of preserving the family business, he 
placed himself in their hands. 
DRAMA.TIS PERSONAE 
l.. Martha Jones, his Wife, aged 49 and in fair health 
is an attractive and charming woman. She is intelligent and 
sensitive but inclined to be somewhat moody, She is very 
attached to her five children and resents somewhat her husband's 
demanding devotion to business-
2. Olivia Jones, his daughter, aged 30, is extremely 
attached to her mother. She.is a rather plain., colorless girl 
and despite her rather 1a obvious wealth~ is still unmarried. 
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3· Bill, his son, aged 27$ is a bright and energetic 
young man. After graduating from the College of Business 
Administration at 22~ he began work as a clerk at Jones 
Company and by virtue of his ha~d work and enterprise is now 
executive vice.presi4ent of the company. He also 1a unmarried. 
4~ His daughter$ Petunia, aged 20, is currently study~ 
ing art a.t the American in Paris Art School, Paris, France. 
5. His other two daughters~ Gloria and Jane~ aged 14 
and 16~ respectively, are high school students. They are both 
of average in~elligence and are reasonably attractive. 
6. Benjamin, his older brother. aged 62,. and a child,... 
leas widower is retired. He owna :25% of the company 1 and is 
presently living in California. He has always considered Bill 
his favorite nephew. 
7. Kenneth, his younger brother, is the current presi .... 
dent of the company. He and his wife and daughter live in an 
adjoining estate. He also owns 25% of the company. 
8. The owner of the other 25% interest in the company 
is the Jones Charitable Foundation. All three brothers serve 
as trustees without compensation. The Trust was settled in 
1882 by Thomas' grandfather~ Rudolph. 
g. Neither Thomas nor Martha have any other living 
relatives. 
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THE COMPANY 
Before an estate planning balance sheet can be drawn 
up~ it is necessary to consider the value of Mr. Jonest interest 
in the company. As is the case in many closely held corporations, 
the.entire estate plan cou~d well hinge on the result of this 
valuation. 
As was mentioned in Chapter II B, and footnote 33~ 
the Internal Revenue Service has published a ruling outlining 
the procedures which could be followed in the valuation of 
closely held stock. Waile sound valuation is based upon all 
the relevant racts# common sense and reasonableness~ coupled 
with a systematic approach and informed judgment produce the 
strongest result. The valuation of the company follows the 
recom~ended steps in the above"mentioned ruling. 
NATURE AND HIS~p~Y OF THE BUSINESS 
Jones Company has grown from a corner grocery store 
started in 1846. When Gregory Jones ;·<the ·.rounder died in 1890 
the company was carried on by his son Rudolph. Rudolph extended 
the business through the entire State of Pennsylvania.. Rudolph 
Jones died in 1932, leaving the management of the company and 
equal shares in its owne~ship to his three acne, Benjamin, Thomas 
and Kenneth Jones. Sinee then the company has expanded its 
coverage to the entire eastern coast of the United ~tates. 
The company's business is primarily construction and 
operation of f'ood chain stores, commonly known as "supermarkets." 
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It also manufactures and sells its own brand or various rood-
stuffs. Success depends on specialized marketing and adver-
tising techniques and upon the aelection of store locations, 
which in turn depends on analyses of market and traffic flows. 
Sites are either purchased or rented. Local customers are 
solicited by the individual store managers, while national 
advertising is handled by an industry sales organization. 
Constant capital investment is required for construction and 
maintenance of stores. 
Tbe company is organized as a Delaware corpa;r:>ation .. 
While the company has held operating properties principally, 
it also holds two real estate investments and life insurance 
on the Jones brothers. Except for a gain on the disposition 
of' unimproved land in 19591 the company's earnings history has 
gene~ally followed that of the industry, which is described in 
the following eection. 
The company is well established in its areas, and 
might .be considered dominant in the Pennsylvania market areas. 
However 8 it is faced with strong direct competition in all its 
store locations, and the industry as a whole must compete with 
other retail. outlets for much of ita product dollars. Aggressive 
management is a continuing necessity to keep abreast of compe~ 
tit1on in the development of new sites, new inventory, and new 
techniques of presentation and packaging. 
There is, naJurally1 a strong family tradition in the 
company and while the loss of Thomas Jones would be felt 1 
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Kenneth Jones should continue successfully as active head of 
the enterprise. 
ECONOMIC OUTLOOK AND CONDITION OF THE INDUSTRY 
~ . 
Judging from the published reports of other companies, 
the supermarket industry has not yet reached maturity. For the 
last .few years it has been growing at a rate comparable to that 
of the economy as a whole~ When the national economy declines, 
the reduced incomes of customers affect gross revenues 1 but 
cyclical swings appear to 'be leas marked than in many industries. 
Stores in depressed local:tti.es naturally are more af:fected by 
sudden downturns. 
In the words of one investment advisory service, 
n:further moderate growth is likely over the medium term ~·· 
While the shares (of publicly held companies) are not considered 
an outstanding vehicle tor capit~l gains purposes, they do offer 
a good yield •*• Sales should continue to trend moderately up .... 
ward. However, rising costs and competitive factors probably 
will continue to militate against a significant gain in net 
ineome,.n 
THE BOOK VALUE OF THE STOCK AND THE 
FINANCIAL CONDITION OF THE . BUSINESS 
'At December 311 1960, tne book value per share of the 
company's sharee was approximately $5#600. This total may be 
roughly analyzed as followst 
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Cash and marY~table securities in 
excess or operating requirements 
Book value of nonoperating real estate 
and cash surrender value of lite 
insurance 
Net book value of operating assets 
including cash required for 
operations 
$ 500 
640 
:4,:460 
$5,600 
The company appears to be in good financial condition 
in spite of the heavy requirements for plant investment which 
are inherent in the supermarket business {$9001 000 was invested 
in the year ended December.3l, 1960). Consolidated working· 
capital was $4,700~000, of which $900,000 was in United States 
Treasury obligations. 
The company has approximately $4,000,000 of debt 
in various forms, principallY $31 200,000 under note agreements 
· payable to the <Last National Bank in annual instalments of 
$500,000. Under the note agreements, approximately $2,000,000 
of' working capital was available for dividends or redemption of 
stock at December 311 1960. If noncurrent assets could be dis-
tributed as dividends or in redemption of stock, the note agree. 
menta would permit a total of approximately $4,500 1 000 to have 
been distributed at December 31, 1960,. 
Certain unimproved real estate may have a market value 
or $2,4001 000 which, after giving effect to income tax on real-
ization, is $1,250,000 in excess of its book value or $1,150,000 .. 
As described in the sections on goodwill and the market price 
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of competitors stocka 1 the book value ot operating assets 
would appear to be in excess of their ma:r;oket value~ 
THE EARNING CAPACITY .OF THE COMPANY 
The company's earning capacity appears to be fair. 
though not exceptional, as demonstrated by the following tables: 
,1960 19:22 1228 12:21 1259 
Net income per share $414 $390 $360 $340- ,.; $326 
Net income as a per cent 
of book value 7.4 7.8 8 .. 1 8.1 7.9 
Net income as a per cent 
of gross revenuea 4 .. 54 4-57 4.74 4 .. 35 4.43 Competitoras 
Green Market Co. 6.34 7 .. 36 7.49 7.53 8.01 
J?lue Market Co. 7 .. 24 8.5:t 9.06 9-45 9 .. 68 
The declining profit~margina of competitors has not 
yet affected the company, but it must expect to join the trend 
sometime in the future, Although gross revenues may be expected 
to increase somewhat" the company may find it difficult to exceed 
$375 per share of net income. 
THE DIVIDEND-PAYING CAPACITY 
For years 1955-1960 the company's cash balances aver-
aged $325,000 and the working capital averaged $510,000. 'rhe 
company evidently did not have the liquid assets with which to 
pay d:1.v1dends.. In 1956 a cash dividend of $100,000 was paid, 
but thereafter until the end of 1959 restrictions in the 
company•s term-xoan agreement prevented the payment of dividends. 
'·· 
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In 1959 and 19606 both earned surplus and working capital 
were available for dividends. 
The necessity for continuing stores investment at 
increasing coats will no doubt require that a substantial 
part of' each year's earnings be reinvested in the busineaaJ 
in addition# #555,000 must be provided each ·year for inatalw 
ment payments on long ... term debt. It is impossible to predict 
the total cash requirements of' the business, but based on recent 
years and on the published figures for publicly held competitors, 
it would not appear prudent for the company to pay ·out more than 
one.third to one~half of ita average net income aa dividends. 
Tne average net income for the five years ended December 31, 
1960 was $366 per share, which would indicate a maximum dividend-
paying capacity of $125 to $180 per share. As long as the Jones 
family continues in active mana~ement 1 a concern f'or building 
and strengthening the business may be expected to p~edominate~ 
and any regular dividend policy should therefore be leas than 
the prudent maximum. 
WHETHER OR NO'!' THE ENTERPRISE HAS GOODWILL 
... - ·- ......... _,$. -· , __ __.,.. 
The company's rate of return on its capital (averag .... 
ing less than 8% over the last five years) would not appear 
sufficient to justify an imputation of goodwill based on excess 
earnings. 
The com~any no doubt has an intangible asset of great 
value in the reputation and community standing of the Jones 
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family. Jt'his, however, cannot be marketed. 
SAtES OF STOCK AND THE SIZE OF THE 
BLOCK TO BE VALUED 
There have been no sales of stock. 
The block to be valued represents exactly 25% of 
the shares of the compan1• lt therefo~e does not offer a 
prospective purchaser·an opportunity to gain the managing 
control which the familY does not care to relinquish, nor 
does 1t offer assurance that family inte:rteats will not con-
tinue to dominate dividend policies. 
MAEKET PRICE OF .. COMl?ETITOR•s .STOCICS 
The company haa long regarded two competitors as 
having sufficiently similar 'busineaaes to be conaide:t'ed compar ... 
able with Jones Company~ There a:re 
Green Market Co.~ having about 1,~~200,000 shares of 
common stock traded on the New Yo:rk Stock Exchange, 
and an annual volume of sales in the $38,ooo,ooo 
range.· 
Blue Market Co. 1 ha.v;ing about 400,000 shares of common 
stock traded on the American Stock Exchange and an 
annual volume or salea ln tne $lO,OOOtOOO range· .. 
In spite of the difference :ln size, exchange liat .... 
1ngs, and other factors affecting market value, these two 
companies show a remarkable similarity in the ratio of market 
values to earnings, as shown by the following table: 
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Number or times net earnings were 
reflected in market values~ 
1960 
1959 
1958 
1957 
1956 
Average 
Average of high and low 
Green 
High .. LOw 
16 .. 1 
16.8 
17.6 
18 .. 6 
17.8 
13-7 
14.0 
14-5 
14.7 
13.1 
Blue 
High ~ 
14.1 
13 .. 9 
13.3 
13.2 
14.0 
13.6 
13 .. 2 
12.8 
12.7 
13.7 
It is thus evident that the investingpublic values 
the industry at about seven or seven and one~half times annual 
earningst with some premium for size 1 stock exchange privileges~ 
and general market conditions. 
The relation of market value to book value varies 
so $ignificantly between the two companies that it would appear 
to be an unreliable measure of worth. Unrecorded goodwill 1 
property valuations which are not comparable, and nonoperating 
assets are factors likely to cause significant distortions in 
ratios of market value to book value .. 
to conclude that the priee~earnings ratio is the only basis for 
comparison with other companies. 
The average earnings per share or Jones Company for 
five years to December 31, 1960 waa $365.40~ Seven and one~ 
half times this.is $2 3 740.50. Stock could not conveniently 
be marketed at this price; probably it would have to be split 
into 100 shares for every present share,. Underwriting commissions 
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and expenses and the cost of registration would have to be 
paid by the seller. Such costs for a small issue such as this 
would, in the opinion of a local underwriter, amount to at 
least twenty-five per cent of the selling price. A seller 
could not, therefore, expect to realize more than $2,000 per 
share from the public sale of Jones Company stock • 
. It should be emphasized that, having regard only to 
market value of' earning power, $2,.000 per share is a probable 
maximum. Jones Company would be a new issue,probably or local 
interest only, family managed1 and .faced with aggressive compe ... 
tition.. Underwriters might the~efore require a lower price 
per share than that commanded by established stocks. An even 
lower price would no doubt be required to sell to the public 
only one~quarter of the companyts equity. 
SUMMARY AND VALUATION 
If the stock of the entire company were being valued, 
several factors point toward a figure in the neighborhood of 
$3,000 per share: 
The operating assets can best be valued on the 
basis of earning power and. the rate of 
capitalization accepted by the action of the 
market, which would appear to be a maximum 
of $2,000 per share 
In addition, the company has excess cash 
and securities, and 
Investment real estate, at estimated market 
value, less related capital gains tax 
Total 
500 
500 
$3,000 
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A prospective purchaser of the entire company might 
be willing to consider an immediate dividend yield or 4%, 
and therefore pay $3 1 000 for a $120 dividend in the hope of 
minimizing future store investment in order to free more funds 
for dividends. 
However, the entire company is not being valued, 
&nd a prospective purchaser could only hope tor two things: 
an assurance from management of a regular di'tfi:dend policy, or 
an eventual realization or asset values through sale or liquid. 
at1on or the entire company. 
Aa. the latter is not likely for many years, if at all, 
the probable asset values to be realized must.be heavily dis ... 
counted. Discounting $31 000 at 6% tor, sayj 15 years reduces 
the present value below $1 1 275· 
In the best interests or the company, management 
would probably not agree to attempt to maintain an annual 
dividend rate in excess or $120 per year. In view of the un-
certainties of the business and of dividend yields available 
elsewhere, a purchaser would probably not accept a yield as 
low as 6% if it were not for the good financial condition of 
the company and the hope of participating in sizeable gains 
·rrom sale of the nonoperating real estate, A $120 dividend 
would yield 6% on a share coating $26 000. 
The conc·lusion is that the owner of a 2.5% interest 
in Jones Company represented by 1,750 ahares 1 could not reason+'> 
ably expect to realize more than $2,000 per share. 
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ESTATE PLANNING BALANCE SHEET 
ASS~T8 
Cash 
Miscellaneous 
property 
1J1750 sharea of 
Jones Company 
Marketable se ... 
curities held 
in revocable 
trust 
Home, net of 
mortgage 
Policy value of 
life insurance 
Value 
$ 10,000 
15,000 
3~500,000 
500,000 
70 .. 000 
·. 272,000 
$4,370/JOOO 
Mortgage on home (above) 
MISCELLANEOUS DATA 
Cost 
$ ~3,000 
1,200_,000 
310,000 
45,000 
Taxable Liguid 
$ 10;000 $ 10,000 
15,000 
3,500,000 
500,000 500,000 
70,000 
' 215 t 000 2]5 '000 
$4.370,000 $785,000 
Mr. Jones has an intense pride in the business and 
is very desirous of placing his son, Bill .. into a firm position 
with the company. He has a promise from Benjamin that he 
{Benjamin) will leave all of' his stock to Bill.. Kenneth's 
daughter, a journalist of some merit, shows no interest in the 
company and promises to be no threat to Billls future. Mr .. Jones 
would like to see Bill control as much stock as possible. 
The revocable trust of other marketable securities 
was settled 'by Mx'. Jones, .a.t Mrs. Jones r insistence. The 
beneficiaries are the five children. It was supposed to be 
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an irrevocable trust, but when Mr. Jones learned that he would 
lose control of the property he almost backed out completely .. 
The ~evocable trust was a compromise. 
The life insurance is entirely made up of ordinary 
life~ started when Mr .. Jones was almost thirty years younger 
and is pra~tically worth its policy value'. 
INCOME SITUATION 
Salary from company 
Dividends from trust 
Le$s federal and state income 
taxes 
Spendable income 
Average normal living expenses 
Average surplus income 
PROPOSED PUNS 
$7?,000 
20,000 
:4J,OOO 
45,000 
31,000 
$ 8,000 
1. No inter vivos gi£ta and no use of marital deduction • 
. 2. No inter vivos gifts and full use of marital deduction. 
3- No inter vivos gifts and one-.half usa of marital 
deduction. 
4.. No inter vivos gifts and marital deduction measured 
by all assets but Jones Company interest. 
5. Same as {2) plus inter vivos gifts of truat and 
insUX'ance policies. 
6. Same as {3} plus inter vivos· gifts of trust a.nd 
insurance policies, 
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7. Same as (4) plus inter vivos gifts of trust and 
insur~nce policies. 
8. Same $8 (5) plus inter vivos g1tts or real estate~ 
personal property, cash and 25% of Jones Company interest. 
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.MR • THOMAS JONES 
PROPOSED ESTATE PLANS 
Estimated Tota l Estate 
Estimated value of share in Jones Company 
Estimated value of revocab l e trust 
Policy value of personally olvned life insurance 
Estimated val ue of home, net of mortgage 
Estimated value of personal property and cash 
Total gross estimated es tate 
Less estimated funeral and administrative expenses, 
including estimated l egal and accounting fees 
Estimated ad justed gross estate 
Marita l deduction 
Specifi c exemption 
Total estimated t axable estate 
Gr oss estate tax on estimated estate 
Comparative estate tax savings over Plan(1 ) 
LI QUIDITY COMPUTATIONS 
Estate tax per proposed plan schedule 
Liquid assets in estate : 
Cash 
Securities 
I nsurance 
Liquidity surplus or (deficit ) 
1 
$3 , 500 , 000 
500,000 
275,000 
70 ,000 
25,000 
4,370,000 
200,000 
4,170,000 
60 ,000 
$4 ,110.000 
2 
-
_3_ _4_ 
j 
$ 3 , 500 , 000 $3,500.000 $3 , 500 , 000 
00 , 000 
275 , 000 
70,000 
25 , 000 
500 , 000 
275 , 000 
70, 000 
25 , 000 
4,370. 000 
200, 000 
4, 170, 000 
2 , 085 , 000 
60, 000 
$2,025. 000 
500,000 
275,000 
0,000 
25 , 000 
4,370,000 4,370,000 
200 , 000 
4,170,000 
1,042,500 
60 , 000 
200,000 
4 , 170 , 000 
870,000 
60 , 000 
$3,240,000 
$3 , 500 , 000 
0 , 000 
25 , 000 
3,595, 000 
175 . 000 
3,420,000 
1,710,000 
0,000 
$1,907,500 $ 765 , 450 $ 1 ,301 , 000 $ 1 , 397, 600 $ 
_§_ 
$3 , 500 , 00 
3, , 000 
000 
OLOQO 
_L 
3,500.000 
'70 , 000 
t::5 , 000 
3,595,000 
175 t000 
3,420 , 000 
95,000 
60,000 
$3 , 2o 5 , 000 
_§_ 
$2 , o25 ,000 
2 , 625 , 000 
125 , 000 
2 , 500 , 000 
1 , 250,000 
60,000 
$1,190,000 
$1,000, 8 50 $1,411 , o00 $ 
$1 , 142 , 050 $ 606 , 500 $ 509 , 900 $1, 311, 800* $ 90v , 650* $ 495,900* 00* 
1 , 90/' ,500 
10,000 
500,000 
275 .000 
785,000 
($1,122 , 500 ) $ 
765,450 
10 , 000 
500. 000 
1 , 301 , 000 
10 , 000 
500,000 
275,000 
785 , 000 
1,397 , 600 
10,000 
500, 000 
275 . 000 
785 ,000 
95 , TOO 
10 , 000 
10 , 000 
1 , 000 . 850 1, 411 , 600 399.800 
10 , 000 10,000 10,000 
10,000 10 , 000 10 , 000 
19, 500 ($ 5 16 , 000 )($ 6 12,600 ) {$ 485,000 )($ 990 , 850 )($ 1, 401 , 600 ) ($ 389,800 ) 
~-
* Plans 5, 6, 7 and 8 would result in some offsetting gift tax liabi lity not refl ected here, but see other schedules, supra . 
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INCOME TAX EFFECT OF TRANSFER OF SECURITIES* 
Per 
Amo~nt Cent Tax 
Tax on $20,000 income from 
revocable trust to Mr. Jones 
Tax upon four daughters at 
5,000 each (assuming no other 
income) - $780 x 4 
$ 1,625 
12,000 
6.~375 
$20,000 
.; Annual income tax saving to family group 
62 
65 
69 
'* Excluding dividend exclusion and credit. 
$ 1#007.50 
7,800 .. 00 
4,398.:;:2 
13,206 .. 25 
3 •. 120.00 
$10,086.25 
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MR . THOMAS J ONES 
SUMMARY OF TAXES CONSEQUENT ON JOINT GI FT PLANS 
1. Girts spread equally over ten years to wife and children 
with ru11 use of estate marital deduction 
2 . Gifts spread equally over ten years to children with fu l l 
use of estate marital deduction 
3. Gifts spread equally over ten years to wife and children 
without use of estate mar ital deduction 
4 . Gifts spread equally over ten years t o chi l dren without 
use of estate marita l deduct i on 
Gifts spread equally over twenty years to wife and children 
with rull use of estate marital deduction 
6 . All taxable gifts spread equally in the first seven of twenty 
years to wife and chi l dren wi th full us e of estate marital 
deduction 
7 . Gifts spread equally over twenty years to wife and children 
without use of estate marital deduction 
8 . Al l t axabl e gifts spread equally in the first seven of twenty 
years to wife and chi l dren without use or estate marit al 
deduction 
9 . Girts spr ead equally over twenty years to children with fu.ll 
use of estate marital deduction 
10 . Gifts spread equa lly over twenty years to chi ldren without u se 
of estate marital deduction 
11 . All t axabl e gifts spread equal l y i n the fi rst seven or twenty 
years to chi ldren with ful l use of marital deduction 
12 . All taxable gift s spread equally in the first seven of twenty 
years to chi l dren without use of the estate marital 
deduction 
Accumulated 
Int erval Gift Tax Estate Tax 
Yrs. 
10 
5 
10 
5 
10 
5 
10 
10 
15 
20 
5 
10 
15 
20 
10 
15 
20 
5 
10 
15 
20 
5 
10 
1.5 
20 
5 
10 
15 
20 
5 
10 
15 
20 
h 
10 
15 
20 
$117,708 
276, 211 
138, 870 
322,500 
117,708 
276 , 211 
138, 870 
322 ,500 
26 ,30 
79,391 
135 , 093 
192,073 
126 ; 948 
192,068 
192 , 068 
192 ,068 
26,309 
79 ,391 
135, 093 
192,073 
12·/J , 948 
192,068 
192,06 
192 ,068 
37,57o 
102, 876 
172 , 236 
243, 750 
37 , 57 
102, b7b 
172 , 236 
243 , 750 
162 , 318 
243 , 744 
243 , 744 
243 , 744 
162 , 318 
243 , 744 
243 , 744 
2-:13 , '744 
$ 336, 28 
148, 813 
332, 160 
141,140 
779 , 803 
332 , 638 
769 , 434 
314,1 
440 , 98 
344,734 
252 , 238 
103,537 
326, 29 
226 , 538 
195 , 038 
163,538 
1,043,086 
801, 028 
74 ,508 
365, 452 
754, 695 
512, 211 
436 , 611 
365,453 
438 , 619 
339,179 
244,441 
154, 494 
1,037,115 
787 ,071 
555,544 
345,298 
309,417 
206 , 998 
180, 748 
154, 498 
713, 592 
465 , 316 
403, 808 
345 , 308 
Tota l 
453 , 995 
425 , 024 
471,030 
463 , 640 
897,511 
o08, 849 
908,304 
v36,655 
467 , 294 
424 ,125 
387 ,331 
355,610 
453 , 243 
418, 606 
387 ,106 
355,606 
1,069 , 395 
880, 419 
709 , 601 
557 , 525 
881, 643 
704, 279 
628, 679 
557 , 521 
476 ,195 
442 , 055 
416, 677 
398, 244 
1, 074 , 691 
889,947 
727 , 780 
589 , 048 
4'71, 7'3 
450, 742 
424, 492 
398, 242 
875,910 
709 , 060 
647, 552 
589, 052 
* Represents $1,745 , 000 reduction i n estate va lues assets, increased by estimated appreciation in value 
over period of gifts of $11,000. 
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SELECTION 
Mr. Jonear first attitude was of complete reJection. 
After a few long conferences ~ith his planning team, he finally 
reconciled himself to the grim task of disposing of some assets. 
Plan l was immediately discarded as too expensive. 
Plan 2 was seriously considered. His liquidity was 
good (a. surplus of about~$20,000), but he did. not want to leave 
his wife ho_lding a large block or eompany stock. He felt that 
she would not favor Bill over hia daughters, and he expressly 
wisned.Bill to hold mo;re than any of his daughters. 
Plan 3 was considered, but again the company stock 
issue arose, 
Plan 4 contemplated a marital deduction of everything 
but the stock. Mr. Jones reali:2'ied that this plan lett his 
estate $612,600 lacking in needed cash. He also agreed that 
for estate and income tax purposes he must make some inter vivos 
gifts .. · 
Plan 5 makes full use of the marital deduction and 
reduces his estate by the value of the trust and insurance pro~ 
ceed$. It was necessary to draw up schedules showing the cost 
of split gifts (Mrs. Jone$ waa happy to consent} to his family 
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over varying periods of years. While the gift tax liability vari.ed 
from $192,000 to about $276,0001 he was impressed by the orfsett-
ing saving in estate taxes. The plan was not adopted because, 
again, the full marital deduction passed more company stock 
to Mrs. Jones than he thought wise. 
Plan 6 was discarded for the same reason aa above. 
Plan 7 struck Mr. Jones as an ideal situation, since 
his wife*s share in the.company would be minimized. He was 
becoming quite vehement when the certified public accountant 
present pointed out that if this plan were adopted, the estate 
woul<i have a cash deficit ot about $1,400,000, the highest 
deficit or any plan, and the executor might well have to sell 
some stock in the company to pay the estate tax, despite the 
instalment payment provisiona. That finished Plan 7. 
Plan 8 attempted to meet all or Mr. Jones' wishes 
and yet keep the estate tax down to a reasonable minimum. In 
order to do this, the corporation was recapitalized tax free. 
The then outstanding shares were surrenderaed and new ones issued 
in their place. MI'. Jones then owned 351000 shares of' stock, 
3,500 voting and 31,500 non .... voting.. His brothers' shares were 
similarly exchanged. Now he could give non~voting shares to 
his wife and daughters and.voting shares to his son. ·ay so 
doing# much more flexibility was added to his plan and a good 
deal more peace of mind to ~. Jones. 
In addition., his attorney drew up a. 11buy ... a.nd .... .sell" 
agreement which was signed by all the shareholders, fixing the 
oul"rent pri.ce at the current value of $100 per share of' the 
new shares,. and the future price at a .fixed formula geared to 
compensate for increases and decreases in value. 
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Thus armed, he agreed to begin gift program #5. He 
had one reservation ~ the right to change his mind should new 
cd.rcumatanoes develop, 
After.his will was drawn and executed and the first 
year's gifts complete he admitted bls satisfaction to his 
estate .. advisers·. . He felt quite pleased that {a) liquidity was 
no longer a problem since the estate could redeem non.voting 
ahares from the corporation with no loss of voting power to his 
son; (b} his son, :Sill,. would receive the lionis share. of the 
voting shares, by means of a block given to him over the next 
f'ew years and the remainder through his fatherts will; (c) the 
estate tax was drastically reduced; (d) his w:lfe and daughteJ?s 
would have their non~voting sharea.in the company as well as 
the marketable shares, giving them fairly solid financial security 
and (e) his overall income tax liability would be reduced, for 
when he had completely given the securities .to his daughters 
(while Bill received voting stock) his tax liability would be 
cut $131 206.25~ offset by their tax of $3~120.00 or a saving of 
over $101 000 annuallY~ 
His will provided for a marital deduction trust, funded 
by $1,250,000 in prop~rty value (naming the be~eficiaries should 
his wire not exercise her general power of appointment} and a 
f 
nonmarital deduction trust for the benefit of his wife and 
children (trustees to have the right to "sprayff the ·income as is 
needed): for his wife·1s life, then to terminate, distributing a11 
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th@ voting stock to Bill and the non,..voting shares equally 
among hia daughters. 
Ae hia estate advisers left, he reminde~ them again 
of hia prerogative. They assured him that he should keep his 
plans flexible and, in any event, review the entire situation 
with them within t~ee to five years. 
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CHAPTER IX ~ CONCLUSIONS 
FLEXIBitl~ 
Thia·is probably the one word moat oescriptive of 
intelligent estate planning. When working with complex mathe .... 
matical formulae;or lengthy code aectiona~it may be easy to 
forget that you deal in ideas rather than accurate solutions. 
The problems demand neither iron bound nor absolute answers. 
The planner must . translate the testator·•a abstractions, based 
upon his (testator's) present opinion of future expectation 
into a package which accurately reflects the testator {not the 
planner) in the most economic way~ Because the plan is based 
on someone else "s estimate oi' the future 1 --the plan must con .... 
template at least the possibility of change. Where prior de ... 
eiaions we~e baaed on poor~uninformed or immature judgment, the 
consequences are not too ~5erious if the plan is flexible enough 
to allow for alteration.. Irrevocable mistakes are usually 
unnecessary ana costly. 
Webster cites the following as definitions of flexible: 
"pliable, not rigid, ready to yield to influence, tractable, 
capable of being adopted, modified or molded .. " 
Mr. A, a wealthy new~ wed, might enthusiastically 
desire to equate hie estate with that of his wife as an estate 
tax saving procedure. Imagine .. his dismay when his bride files 
for divorce taking his heart and his fortune. 
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Mrs. B, a comfortable, aged widow, continued to make 
gifts to he:t* two adult daughters unt1l she found herself almost 
impecunious- Too proud to ask for some of it back, she has to 
curtail her life-long retirement plans. 
Mr. C brought his two young sons into the family busi~ 
ness~ He had previously placed a controlling interest in the 
corporation in irrevocable trusts for his sons in order to 
I {l} save income tax; (2) reduce his own estate tax. When tne 
trusts terminated at each boy"s 21st birthday, they became more 
actively interested in the pusiness. A few years later, having 
been forced to resign, Mr" c .. wonders if there could have been 
a better way to handle his affairs. 
The effe~ts of these inflexible errors could have been 
considerably mitigated through flexible alternatives .... Mr. A. 
could have drawn a will.containing a marital deduction trust or 
perhaps settled a small revocable trust £or hi~a bridets pocket 
' 
money., Either coul.d have impressed a sincere wife and kept the 
huntress at bay. Mrs. B was ill advised to let her donative 
and estate tax motives overshadow her own financial security. 
She could have made smalle~ gifts out of income, settled trusts 
retaining a life interest, or perhaps used a portion of her 
estate to purchase a commercial annuity without aaorificin$ her 
own retirement plans~ Mr. 0, the businessman, exercised poor 
~us~ness judgment, placing too much responsibility, and perhaps 
. -
too much money at h1a sons r disp_osal.. If he wanted to combine 
a gift program with incentive for his boys~ he could have 
recapitalized the corporation and given the non-voting shares 
to his sons,., He might still have had the reapect of his sons 
and his corporation. 
Anyone connected with the business world has first-
hand knowledge of' its present complexities.. Each separate 
phase of our economy has been ,_raf'ined and divisionalized ao 
I 
that specialisation in each ffeld is now commonplace. An ex~ 
oellent analogy may be drawn from the medical profession. ~Not 
too long ago, the general practitioner by far outnumbered 
specialists in all the diverse fields~ Today# each organ and 
practically each extremity creates its own field and branch 
of practice. While it is important for each specialist to be 
well enough informed of the general field so that he does not 
injure his patient in other important respects, other special• 
ists recognize t~e varioua individual areas and the importance 
of expert opinion in these areas. 
The same is true for estate planning. The usual team 
of expert13 include: an attorney, a certified public accountant, 
an insurance :adviser and a. truat officer. 
The attorney's field covers all matters of' law.. Na ... 
turally this field is exclusively his and should not be ventured 
into bY' any other member of ~he team. In the .final analysis, he 
will draft and .draw all the instr.Uments setting the plan in 
operation. 
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The certified public accountant is particularly 
skilled not only in accounting questions# but in the genera 
area of business advice. He usually is the team member who knows 
the client longest and probably is more familiar with the c ientts 
business problems. His services are indispensable~' particu· 
larly it' valuation of closely held stock is a problem. 
The inaurance adviser brings his technical knowle~e 
o;t' tne commercial inslU"ance world into the plan.. Compet1t1o~ 
by the variOUS compat'lies has developed a larg_e maze of ava11L 
able insurance contracts, any number oi' which could be the ohe(s) 
s~itable tor this particular client. \ 
The trust officer represents not only a custodian lr 
assets, but an independent corporate fiduciary 1 who unlike a. 
I 
individual fiduciary~provides the client with assurance of hts 
co~tinuity as well as experience in the field. His general \\ 
investment advice may also be of great va. lue to the team. \ 
In general, each speeia.lty.t while understanding th,. 
general problems and deair.ed results of the entire plan, brings 
its own highly developed skills into the team. 
TIMING 
.Dearite the general publicity, eatate planning hea 
recentl~ been receiving, the 1ay public usually thinks of .it 
in terms of testamentary arrangements. Naturally, there is 
much more attention given to the creation or estates than pla 
ing for their distribution which can partially be explained b 
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the natural hesitancy to think about death. For these reaso s, 
the vast majority of planning is undertaken for relatively 
matu.:re individuals whose recent interest has been motivated 
by the death of a close friend or member of the family, or b 
an impending business trip or. vacation. 
The fault lies not entirely with the lay public. . s 
prof'e$sional advisers~ each member or the team has contact th 
clients of all ages., They. usually have many opportunities Jo 
recognize their clientts present and·potential estate probl ms 1 
but may be deeply involved in the particular task they are 
earned with, or sensitively hesitant about nsellingu the es 
plan, that earnestly needs planning~ 
Estate planning, as is the case or many intangibl s, 
is not displayed on supermarket shelves~ developed on telev~sion, 
I 
or.advertised in neon lights. Aside £rom the conservative I 
banking adst no public mention is ever made of this importa1t 
personal service. Therefore a team member may be guilty of a 
disservice if he 1 as an attorney prepares a will~ 
ant filea an income tax return, as an insurance adviser eel s 
a policy or as a trust officer suggests investments, and fa
1
ls 
to call to hia clientts attention the present or potential j 
I 
estate planning problems and the general coat of procrastination. 
I 
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